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PREFACE 



Early in nqr naval career* 1 vas assigned the responsibility for 
processing cargo through one of the largest seaports in the Mediterranean. 
The task was an interesting one •• one which provided a high degree of 
personal satisfaction, since it made me feel that 1 was directly contribut- 
ing to the support of our forces in Southern Europe. The primary link 
between these commands and the American way of life was ocean transportation. 
Our cargo was delivered by all sorts of vessels: escort aircraft carriers* 
other military type ships, tranks* plush ocean liners, troop transports, 
ships of foreign registry, American flag ships* and the like. All of the 
cargo, however, was delivered under the guiding hand of the Military Sea 
Transportation Service. I often wondered* during that tour of duty, how 
this organization could control this heterogeneous fleet, how it determined 
its requirements* and how it implemented its plans. 

Many years have passed since that time, but the urge more fully 
to understand the inner workings of the Military Sea Transportation Service 
remained. My post-graduate studies have focused this curiosity on the 
field of financial management, and have led me to the preparation of this 
paper. Its purpose is to describe the function of financial management 
and how it is performed in the Military Sea Transportation Service. It 
has been prepared primarily for self education with the hope that it may 
also be of use to those officers who are^bout to become associated with 
comptrollershlp in the field of ocean transportation. 
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FiigT mim& nMS. 

Before dlscueelng the details of financial saneg extent in the 
Military Sea Transportation Service, it appears impropriate to provide a 
general background of ocean shipping under the control of the Dim*^tsent 
of Defense and to touch upon sooe of the govenssental policies ^ich 
infliience the structure and operation of the largest shipping line in the 
world. The purpose of this introductory cfaim^*^» therefore, is to set 
the stage for financial sutnagenent by briefly discussing the development aitd 
organization of the Military Sea Transportation Service, its alssion, and 
hov it accoopllshes this adasioa vithin the framework of public policy. 

Historical Background 

Although the history of the Military Sea Transportation Service 

is a brief one, adlitary control of ocean shipping is not of recent origin. 

In 1898, the Unitoi States Aray established the Anf^ Transport Service for 

the purpose of simporting relatively large coa^atant forces in the Caribbean 

1 

and tha Philippine areas. During World War I, another organisation, the 

Maval Overseas Transportation Service, was formed to met the troop transport 

retjulreiBenta of that emergency. In 1920, this cosatand became known as the 

2 

Haval Transportation Service. At the beginning of World War II, an 
attempt was made to consolidate the two transport services under Navy 

^ U.S., Dept, of the Navy, Bureau of Naval Personnel, Military 
Sea Transportation and Shipping Control. NAVPEBS 10329-A, (Washington,D.C. t 
Navy Training Publication Center, 1954), p. 42. 

^ Ibid. , p. 55. 
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control, but this effort felled idien the Navy was unable to effect suitable 
arrangements for the manning of the Amy ships. So World War II military 
ocean shipping requirements were handled by two separate organizations - 
the Army Transport Service and the Naval Transportation Service. Naturally, 
such an arrangement entail^ duplication of seirvices and facilities and 
hindered the achievement of econoay and maximum utilization of resources. 

After the war, studies were made to develop a centralized ocean 

t 

transportation agency. In 1949, under the authority of the National 

Security Act of 1947, the Secretairy of Defense assigned the function of 

3 

ocean transportation to the Secretary of the Navy. As a result, the 
Military Sea Transportation Service was created in August of that year for 
the purpose of providing, under one authority, the sea transportation for 
the personnel and cargoes of the Department of Defense. It was established 
as a major component of the United States Navy and was given status 
conq>arable to that of a fleet operating directly under the Chief of Naval 

4 

(derations. By November of the following year, all ships of the two 
individual transportation services had been transferred to the new agency. 
Thus ended the duplication and overlapping responsibilities of the Army 
and the Navy in the field of ocean transportation. But more importantly, 
the consolidation of the function of ocean transportation under one 
authority satisfied a requirement which had long been recognized and which 
had been clearly and almost disastrously demonstrated during World War II . . . 
the need for a peace time ocean transport organization capable of rapid 
and efficient expansion during periods of national emergency. 

3 ^ ' 

U.S., Dept, of Defense, Directive of the Secretary Establishing 
the Military Sea Transportation Service, dated 2 August, 1949. 

^ U.S., Dept, of the Navy, Secretary of the Naw*s Charter to the 
Military Sea Transportation Service, dated 15 September, 1949. 
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The opportunity to test the concept of a centralized ocean 
transportation agency under the stress of a national emergency presented 
Itself almost lisaedlately. On June 25, 1950, a shooting var broke out 
In Korea. At the beglnnlngof the conflict, only six co&merclal vessels 
were under charter to the agency, but by the end of the year, the fledgling 
was full grown and performing as a veteran.^ the peak of the Korean 

Var, a total of 335 cozsaerclal vessels were under charter carrying eighty- 
five percent of all American military cargoes to the Far East. 

In tin» of xmr or peace, the Military Sea Transportation Service 

has proven itself a versatile arm of defense and American foreign policy. 

In Septec^er, 1950, its ships participated in the successful Inchon landings. 

Later, in Deces&er, MSTS ships evacuated 105,000 soldiers, 91,000 civilians, 

17,500 vehicles and 350,000 tons of supplies from Hungnam. By 1957, large 

scale movements of men and material had become routine. Hungnam was 

followed by ’’Operations Eeclalm!’ when 14,500 non-repatriated Chinese 

prisoners of war were lifted from Korea to Fonoosa; then "Passage to 

Freedom" or the mass evacuation of thousands of Vietnamese people from 

Northern Vietnam to Saigon; then "(derations Gyroscope" or the lifting 

of entire Army divisions and their dependents across the Atlantic; and 

finally the mass evacuation of Hungarians in 1957 during the uprisings 

6 

against coamunlst oppression. 

Hew frontiers are not beyond the reach of the Military Sea 
Transportation Service. In 1951, the agency participated in its first 

^ U.S. Dept, of the Navy, The United States Navy’s Military Sea 
Transportation Service. (Washington, D.C.: U.S. Govt. Printing Office, 1959) 

p. 3. 
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Arctic operations bringing men and supplies to the Air Force base at 
Thule, Greenland. During the 1957 Arctic resupply operations, the HMCS 
Labrador and ships of the Coast Guard assigned to MSTS successfully 
surveyed and chartered a safe passage way for deep drafted ships across 
the top of North America. Today, these new horizons are expanding. 

Special projects designed to support new types of requirements In the 
field ef scientific and applied research within the military establish- 
ment are Increasing. "Not only does MSTS provide the ships to act as 
ocean platforms for support of the project equipment and personnel, but 
it also provides the technical knowledge in the field of ship design, 
maintenance, supply support, security, communications, etc., necessary 
for initial project plans. Special projects now include support to 
hydrographic surveys, oceanographic research, missile range tracking, 
arctic operations, fleet ballistic missile resupply, and other such 
programs. 

The Mission 

In 1956, the Department of Defense adopted the concept of the 
single manager for comcnn Iteiss of supply and for common services such 
as traffic management. Although the Military Sea Transportation Service 
had, from Its inception, functioned In such a capacity, the Secretary 
of Defense designated the Secretary of the Navy as the Single Manager for 
Ocean Transportation. Accordingly, the Commander of the Military Sea 
Transportation Servicers designated as the Executive Director for Ocean 

Q 

Transportation. His authorities and responsibilities and the mission 

^U. S., Dept, of the Navy. Military Sea Transportation Service . 
Narrative Statement, Supporting the Fiscal Year 1962 Budget. 

8 

U. S., Dept, of Defense, Single Manager Service Assignment for Ocean 
Transportation. DC® Instruction 5160.10 dated 28 May, 1956. 



• f ^ • I «« I ««, 






r!^f^ . * * . , * iikr^ 

^ w p - ^ ^ 

♦ • ' 1 ^ - • • * . .i^af 

. . * \ I • r irr ^ 
f )^ r *^ * • - 

• %=»®i^r n * 

, * , .-“■> r*' •-" .* 

-«•*•** • — '■ 

■•• • p» •« . — ^ 1 *^ 04 ./•, ■ «'• -i' • V 



• • 









| «* • i 



lb. .» 



I « 



1 t * 






I * i 



^ • I » 



,#<•*! -* • « * * t li I f I 



♦.,.-ibi> •• t » .J50OCXOC r-u^— r C *' 



• ^ I «■ *' 



'^lefrri’i 



i|lb* ■> 



I 



► • fv^ ■ tt »4» r> • ■ ^ -'»■ ’ •' »^* 

,,, I _ -?''»* - ( . t1»- ‘«r ,«fP« •-1* *• 

_ - t t • > A** i Cl !• I , ,ft<»« 

^ I , , » ■ I i •• -=■ 

, • ,- 4 fn r . »..■>'• i» ->- II. . . I «• •.— 

^ , , • I , - • ■••*«-.••' ' I., ,, i . If . •% 

^ ,^ ’ I , I •; , s'- , fc;^ t. Jj— Oi<o »« . II-* -e • -I ' 

^ *- 1 * * . *.l •-• *••• w' ^ ^ ‘ *#* ■' 

■'' I ^ tt'- • • 



5 

of his organization, however, remained unchanged. As defined by the Chief 
of Naval Operations, the silssion of the Military Sea Transportation Service 
is to: 



a) Provide under one authority, control, operation, and 
administration of sea transportation for personnel 
and cargo of the Department of Defense (excluding 
that transported by the units of the Fleet) and as 
authorized or directed for other Govertnaent agencies 
of the United States, subject to policies and 
priorities issued by the Joint Chiefs of Staff. 

b) Prepare plans for its employment and expansion in 
time of national emergency based upon the policies 
and directives of the Joint Chiefs of Staff and to 
maintain a basic organization citable of expansion 
to implement such plans. 

c) Consult with the appropriate agencies of the Depart- 
ment of Defense in coordii^ting execution of approved 
emergency plans requiring the services, facilities, 
and personnel of conanercial sea carriers, and in 
negotiating therefore.^ 

It is tailored to resolve ... "A question which has dogged this country for 
decades ... hov? to keep up, in time of peace and without undue drain on the 
national treasury, a merchant marine of a size and composition capable of 
meeting battle requirements.'*^^ 

The Nucleus and Comaercial Fleets 



To carry out its mission, the agency operates a fleet of ISO ships 
of varying design, type, and size. There are two major components of the 
fleet, the nucleus fleet consisting of government owned and operated vessels 
and contract operated government vessels, and the commercial fleet consist- 
ing of General Agency Agreement ships and chartered privately owned bottoc^. 

Q 

U.S., Dept, of the Navy, Chief of Naval Operations, Military Sea 
Transportation Service - Directive, OPNAV Instruction 5440. 20B of 9 August, 195(>. 

10 laxiia E. Fiore, "MSTS « The Navy's Fourth Arm", U.S. Naval 
Institute Proceedings, Vol. 83, No. 8, August 1957, p. 868. 
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The fleets axe maimed by civil servants, military personnel, and regular 
merchant seamen. A schematic illustration of the composition of the 
operating forces is shown in PLATE I. 

The strength and profile of the nucleus fleet depend entirely 
on the mobilization base necessary to support the plans of the Joint 
Chiefs of Staff. It is an insurance factor, a nucleus of men and 
equipment which can be expanded or contracted quickly to im 2 et the 
shipping requirements of the armed forces and to meet whatever inter- 
national crises the future may hold. The fleet of government ships 
canslsts of the following types: 

1. USS Ships - These arc commissioned United States 
Navy Ships, manned by uniformed Naval crews and 
assigned to the control of the Military Sea Trans- 
portation Serv'.ce. For the most pert, they are 

the remnants of the old Navy Transportation Service. 

2. USHS Civil Service Ships - These ships are classified 
as United States Naval ships and are manned by civiiian 
marine personnel with civil service status, who, by law, 
are paid the same wages as those prevailing for American 
Merchant Marine crews. 

3. USNS Contract Operated Ships - This segment of the nucleus 
fleet consists of USNS ships operated by private cos^anies 
under cost-plus-a-fixed-fee contracts. The tankers are 
manned by regular American Merchant Marine crews. The 
other vessels are operated by Japanese crews, and employed 
in local operations in the Far East. 



ACTIVE MSTS FLEET 
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PLATE I. 
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The developoent of the nucleus fleet since the establishment of 
the Military Sea Transportation Service is shown graphically in PLATE II. 
Today, it is but a third of the size of the Army and Navy Transport fleets 
which were made available in 1949 to the agency. Except for the expansion 
required during the Korean War and the Suez and Lebanese crises, the 
decline in strength has been steady and is attributed, in part, to the 
benefits reaped from the consolidation of the ocean transportation function 
under one authority. Another contributing factor is the increased use of 
air transportation, particularly in the movement of personnel. It is noted 
that the niJiaber of cargo carrying units of the nucleus fleet has remained 
relatively steady, while the fleet of tankers has fluctuated inversely with 
the stability of the world situation. This was particularly evident during 
the closing of the Suez Canal, when the rerouting of petroleum lifts caused 
a severe shortage in petroleum carriers. While the nucleus fleet has 
diminished in size, the number of special project ships involved in research 
has increased steadily since their introduction in 1938. 

As stated earlier, the fleet of government owned vessels is only 
a nucleus upon which to build in times of emergency. Its peacetime 
en^loyment, however, is not in co:iq>etltion with the American Merchant 
Marine since it is used extensively on special missions and on shipping 
lanes not serviced by American flag vessels or where lift requirements 
exceed commercial capability. By and large, the majority of the peacetime 
lift requirements of the Department of Defense are satisfied by the 
American Merchant Marine. In this connection, the Military Sea 
Transportation Service acts as the centralized procuring agency for 

^^D.S. Dept, of the Navy, Military Sea Transportation Service, 
Financial and Statistical Report . MSTS Report 7700-2, Pert II, First 
Nine Months, Fiscal Year 1961, p. 1. 
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PLATE II 









f 



( 






10 



ocean transportation. Coiaaerclal shipping is procured under various 

types of maritime contracts, including time charters, shipping contracts, 

berth term shipments under government bills of lading, co6t«plu6*fixed>fee 

contracts, and voyage charters. Since any given mix of contracts can 

have a significant effect on financial operations, it is In^ortant to 

12 

identify the characteristics of each type of contract. 

1. Time Charter: A contract vhereby a shipowner puts a ship 

and her crew at the disposal of the charterer for a given period of time. 
The owner retains control of the ship and her crew and operates the ship 
for the charterer. The owner pays the ordinary running expenses and the 
charterer pays charter hire and those expenses including fuel, which are 
incident to the trade in which the ship will bees^loyed. Charter hire 
may be paid on a per diem basis, monthly basis, or on a deadweight 
capacity basis. 

2. Voyage Charter; A contract %diereby a shipowner places a 
ship or a portion of the ship at the disposal of the charterer for the 
carriage of cargo on a particular voyage. The owner retains control of 
the ship and the crew and pays for the operating expenses. The charterer 
furnishes the cargo and pays freight either in accordance with the amount 
of cargo carried or on a lump sum arrangement. 

3. Berth Term: The shipment of cargo on regularly traveled 

routes at the going commercial rate, or in the case of large shipments 
a special rate. Such shipments ace documented on a government bill of 
lading. 

^^.S., Dept, of the Navy, Office of General Counsel, Naw Contract 
Law. KAVEXOS P-1995 (2nd rev. Washington, D.C.: D.S. Government Printing 
Office, 1959, p. 
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4. MSTS Shipping Contracts; A caster type of contract modeled 
after the berth term taethod with special clauses added. Shipping orders 
are Issued for a specific shipment under which cargo is moved at rates 
previously negotiated by the parties concerned and have been Incorporated 
In the contract for a set period of time. 

5. Cost»plus~a-f Ixed fee; These contracts are normally eis^>loyed 
for the operation of tankers and LBT's owned by the government. The services 
of commercial shipping cosqpanles are obtained to operate these government 
owned ships on a commercial basis with their own merchant marine personnel. 
The companies are paid a fixed fee and their costs of operation In accordance 
with standard government cost relsd>ursement principles. 

Organization 

The Military Sea Transportation Service is an operating fleet of 

the Navy uxider the direct control of the Chief of Naval Operations and the 

administrative control of the Assistant Secretary of the Navy (Supply and 

Logistics) for procurement matters. The Commander, a vice** admiral, Is 

located at the seat of the government. He Is assisted by a Deputy Commander 

and three Assistant Chiefs of Staff. His staff organization is patterned 

after a sea^going staff with certain exceptions necessitated by the 

specialized functions It Is performing. The field organization consists 

of four Area Commanders, two Sub-aiea Commanders, and twenty two offices 

geographically positioned where they may best serve the needs of the 

armed forces. It Is a large organization, with about 10,200 personnel, 

13 

8100 of whom are afloat. 



13 

OP. clt. . MSTA Report 7700-2, p. 135. 
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Financing Ooeratlone 

When the agency was first established, its operations were financed 
through advances from the annual appropriations of the military services. 

This method of financing had many shortcomings and was not suited to the 
cotanercial type sf operation in which the organization was engaged. A 
few of the more significant disadvantages included the following: 

(1) inflexibility caused by the receipt of funds in three distinct 
purses; (2) fiscal limitations iicposed within each of the supporting 
appropriations; and (3) the complication of reporting procedures because 
of the necessity of complying with the reporting requirements of each 
appropriation. Appropriation advances also precluded the flexibility 
required for long range planning, and denied the Commander of the Military 
Sea Transportation Service the management prerogative of determining the 
use of the funds in providing ocean transportation. 

In May of 1951, the Military Sea Transportation Service was 
authorized to operate under the Naval Industrial Fund, in accordance with 

14 

the provisions of Title IV of the National Security Act of 1947, as amended. 
The Naval Industrial Fund provided the agency «d.th a single revolving fund 
with which to buy material, supplies, and services needed in the rexuler- 
ing of the service of ocean transportation to the armed forces. The 
appropriation advances were replaced by a working capital of 100 million 
dollars which has since been reduced to 41 million dollars. Under the 
revolving fund concept, the working capital is rein^ursed by the armed 



U.S., Dept, of Defense, Secretary of Defense, Charter for the 
Operation of the Military Sea Transportation Service, Under the Naw 
Industrial Fund, dated 7 May, 1951. 
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forces froa their etmual appropriations for services rendered by MSTS, 
nonoally fd.thln two oonths after these services are received. This 
type of fiscal operation enabled the agency to slapllfy its financial 
structure and aiade it possible to operate on a basis coiaparable to 
private enterprise. The advantages of this method of financing inclxide 
the following: 

1. More affective means of determlnix^g costs of goods 
and services as a basis for billing ** customers" . 

2. lk>re effective ei»i flexible means for financing, 
bttdgeting, and accounting for operations. 

3. Greater sense of responsibility and restraint in 
the ordering of goods and services based on the 
availability of funds. 

4. Mora direct and rapid control over the number of 
support activities and the mm^er and type of ships 
to be operated. 

5. More corplete establishment of a consinfttion-type 
budget and accounting structure, in consonance with 
which the cost of goods artd ser^ces furnished by 
the activity may be budgeted and accounted for 
under the program or function for \diich it has an 
end use. 

15 

6. Responsiveness to emergency situations. 

Since 1952, the agency has published predetermined tariffs for use 
in billing customers for point* to-point lift movements. Ifonoally, these 
tariffs are effective for one year from the time of publication. They 
are composite rates and bear no relationship to the method of shipment 
(nucleus or comnercial vessel) except for passenger movements which are 
levied according to the type of transportation provided. They are 



U.S., Dept, of the Navy, Bureau of haval Personnel, Financial 
Management in the Navy. MVPERS 10792 . (Washington, D.C.: U.S. Government 
Printing Office 1955, pp. 146-149. 
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designed to generate Income equal to expense and have been kept simple and 

' equitable to all customers. Cargo classifications are few in contrast to 

commercial classifications. While the agency provides point-to-point service 

from anywhere to anyplace, tariffs are computed on an area-to-area basis 

covering all possible routing combinations. Only petroleum lifts follow 

the commercial practice of point-to-point billing. In theory, MSTS atten^ts 

to operate on a no-profit basis, recovering its actual costs. Attainment 

of an exact break-even point would, of course, be a practical io^ossibility, 

so adjustments to tariffs are made to match revenues and expenses as closely 

as possible. These adjustments, however, are made only when significant 

variations between income and expense exist, insignificant profits or losses 

being carried over to the next fiscal year. It is appropriate to note that 

the variance between income and expense from 1937 to 1961 never varied more 

16 

than 1.5 percent, and in the aggregate, only .2 percent. 

Legislative Influences 

The cornerstone of our national policy with respect to ocean trans- 
portation is the Merchant Marine Act of 1936. Title I of this act provides, 
in part, that the Interests of national defense and the development of our 
foreign and domestic commerce require that the United States shall have a 
merchant marine (1) sufficient to carry its domestic waterborne cossaerce and 
a substantial portion of the export and import foreign commerce of the United 
; States and to provide service on all essential routes, (2) capable of serving 
as a naval and military auxiliary in time of war or national emergency, (3) 
owned by the citizens of the United States and operated under our flag, 

16 ] 

. Persoiml Interview with Mr. R. L. Prints, Jr., Director, 
Budget Division, Office of the Comptroller, Military Sea Transportation Service 
on 28 February, 1962. 
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insofar as practicable, and <4) composed of the best equipped, safest, and 
most suitable types of vessels, constructed in the United States. The Act 
further declares that it is public policy to foster the development and 
encourage the maintenance of such a merchant marine. This clearly 
eiaphasizes that the character of our merchant marine shall be privately 
owned and operated by U. S. citizens, supported if necessary, by public 
subsidy. 

On various occasions, the operations of the Military Sea Trans> 
portation Service have been criticized as being con^etitive with the 
privately owned American merchant fleet. Congressional interest in this 
matter has resulted in extensive hearings conducted by both the House and 
Senate, and in legislation designed to Insure government owned ships are 
retained in service and utilized only as necessary to carry out the mission 
of the agency, and not to deprive private imerican shippixtg of military 
cargoes within its capability. Public Lavs 664 and 665, 83rd Congress, 
require that at least 50 percent of government generated or financed 
cargo must be carried in privately owned U. S. flag ships. Public Lav 664, 
in particular, has had a direct effect on the profile of the government 
controlled shipping since it applies to all government sponsored cargo 
Including that of the Department of Defense. Section 633 of the 
Appropriations Act of 1962 similarly affects passenger operations by 
requiring that ... "not less than 7.5 million dollars in this act for 
the travel expenses in connection with temporary duty or permanent change 
of station of civilian or military personnel of the Department of Defense 
shall be available only for the procurement of commercial passenger sea 
transportation services on American Flag vessels." 
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Another outgrowth of Congressional pressure to support the Aaerican 
merchant marine in all possible ways, was the memorandum agreement of 
August, 1954, between the Secretary of Defense and the Secretary of Commerce. 
This agreement iterated the need for the Military Sea Transportation Service 
and established, among other things, the order of priority in which shipping 
was to be acquired beyond the capability of the MSTS nucleus fleet. Under 
the provisions of this agreement, comaaercial shipping is procured in the 
following order of priority: 

1. Maximum utilization of available U.S. Flag berth space. 

2. Time or voyage charter of suitable privately owned U. S. 

Flag merchant ships voluntarily made available by industry. 

Such charters are kept to the minimum necessary to meet the 
requirements which can not be met by the berth operators. 

3. Shipping provided by the National Shipping Authority under 
General Agency Agreement. 

4. Foreign flag vessels, but only for urgent requirements which 
can not be met by U. S. flag ships. 

Summary 

The Military Sea Transportation Service is the natural descendant 
of the Army Transport Service and the Naval Transportation Service. It was 
conceived in an atmosphere of economy and efficiency as a peace-time mechanlsa 
triggered for national emergencies. Unique in organization and composition, 
MST is an operating unit of the fleet designed primarily to carry out the 
function of ocean transportation in a commercial manner. The agency sup- 
plements, rather than competes with the American merchant marine, operating 
within the framework prescribed by the Congress. Its scope of operations is 
directly related to the operating requirements of the armed forces. It has 
been tested in the "crucible of war" and has lived up to expectations not 
only as an arm of the naval forces but also as a tool of foreign policy. 



CHAPTER II 

fpRANI2AIl<» FOR OCEAM TRAMSPOBIATIOK 

The preceding chapter provided the backdrop for the financial laanagea^nt 
of govemaient controlled shipping by presenting an overview of the mission, 
the scope, and the nature of the operations of the Military Sea Transportation 
Service. How is the ConBoander organized to carry out hie responsibilities? 
Where does the Comptroller fit in his organization and how is he organized to 
best serve the interest of comaand? This chapter addresses itself to these 
questions. 

The CoBBBander and His lamedlate Staff 
The Military Sea Transportation Service is the sole agency of the 
Department of Defense for ocean transportation. The broad responsibility 
for carrying out this function rests with the Secretary of the Navy.^^ 

In discharging his responsibility, he assigned the agency to the cosmand 
of the Chief of Naval Operations who was given the responsibility for its 

18 

operation and administration, except for matters relating to procurement. 

The procureaMsnt function was assigned to the Assistant Secretary of the 
19 

Navy (Material). The instructions which delineate the basic authority, 
functions, and responsibilities of the Commander of the Military Sea 
Transportation Ser vice state that he shall act for the Chief of Naval 
Operations or the Assistant Secretary of the Navy In discharging their 
respective responsibilities in connection with ocean transportation to 

U.S., Dept, of Defense, Single Manager Service Assignment for 
Ocean Transportation. DOD Instruction 5160.10 dated 28 Hay, 1956. 

18 

O.S. Department of the Navy, Secretary of the Naw Directive. 
SECKAV Instruction 5430. lU of 6 July, 1956. 

Now the Assistant Secretary (Supply and Logistics). 
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respective responsibilities in connection with ocean transportation to 

20 

the Secretary of the Mavy and the Secretary of Defense. These cojamand 

relationships are illustrated in PLATS III. The Conoander's mission is 

"To cosacaand the Military Sea Transportation Service, ashore and afloat, 

world •xd.de; acxpiire and employ ocean shipping and shipping space, and 

establish and maintain supporting facilities as required for accoi^lish- 

21 

ment of the MSTS mission." He functions in the plans, policies, and 
procedures areas, having delegated the control of the nucleus fleet 
(except tankers) to his area comtcanders. His duties briefly stated 
include: 

1. Controlling the operations of the Military Sea Trans- 
portation Service. This includes the functions of 
planning, training, research and development, financial 
management, logistic support, and maintenance and repair 
of ships. 

2. Maintaining an adequate system for the flow of lift 
requirements from the shipper services to the agency. 

3. Employing the nucleus fleet and procuring commercial 
shipping as necessary to meet the needs of the shipper 
service. 

4. Preparing recommendations for the design, specifications, 
and equipment of ships of the nucleus fleet. 

5. Collaboratixig with other govemnient agencies in the 
improvement and standardization of the control of sea 
transport operations. 

6. Administering priorities for sea transportation in 
accordance with the policies and procedures established 
by the Joint Military Transportation Committee. 



20 

U.S., Dept. of the Navy, Chief of Naval Operations, Military Sea 
Transportation Service • Directive . OPNAV 5440.203 dated 9 August, 1956. 
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PLATE III 
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7. Maintaining oembership on committees concerned with 
maritliae matters. 

8. Advising the Chief of Naval Operations on the status 

of all maritime matters which have military application 
or ltq>lication. 

The CoEBsander is assisted in the performance of his duties by a 
Deputy Conoander and Chief of Staff, a Coiamerclal Shipping Advisor, ai^ an 
Inspector General. 

The Deputy Coiaz^nder and Chief of Staff performs two basic 
functions. He assists the Commander in the fulfillment of his responsi- 
bilities, acting in his behalf as directed. As Chief of Staff, he co- 
ordinates and supervises the activities of the headijuarters and matters 
relating to o^her commands and agencies. His immediate staff includes 
an administrative assistant, a legislative liaison officer who maintains 
contact with the Congress atui other government agencies on legislative 
matters of Interest to the Military Sea Transportation Service uad co- 
ordinates such matters with the headquarters staff, a public information 
officer, and liaison officers from the Air Force, Army, and Marine Corps. 

The Commercial Shipping Advisor’s mission is to keep the Com- 
mander fully Informed on all matters regarding the relationships between 
the Military Sea Transportation Service and the maritime industry. He 
advises on such matters as the utilization of the merchant marine, and the 
employment and efficient operations of its ships, including the manning, 
utilization, acquisition, and application of merchant vessels. He 
participates in the overall planning of the Military Sea Transportation 
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Service and is a permanent member of the contract advisory board. 

The Inspector General assists the Commander in attaining the 
highest possible degree of efficiency and economy in organization, admin<> 
istration, and operation throughout the global organization of the Hilitairy 
Sea Transportation Service. He maintains liaison with agencies of the 
Department of Defense and other government agencies performing similar 
functions. Through periodic inspections, he determines the degree of 
effectiveness and recommends action to improve operations. 

The Functional Orytanization 

The original organization of the Office of the Cosiaander was 
planned and developed after a study of the organizational structures of 
the Ari!^ Tratisport Service and the Naval Transportation Service. After 
three years of operation under changing conditions and expanding responsi- 
bllities, the need for a revised organization was evident. In developing 
the new structure, certain fundamental principles were adhered to. Every 
function involved in the mission of the organization was assigned as a 
primary responsibility to a specific organizational component. The 
authority essential to carrying out the function was then placed in the 
hands of the responsible supervisor. The responsibilities of the head 
of each functional component were clearly defined down to the section level. 
In prescribing these responsibilities, however, it was clearly pointed out 
that the operation of the Informal organization was not to be restricted. 
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Initiative ^ the exercise of originating action 
by an individual — is encouraged when properly 
coordinated with other cognizant staff personnel 
in conformance with prescribed procedures and 
instructions, so that the loaxiouta experience and 
knowledge of all staff aieiabers concerned may be 
applied to a particular task,^^ 

Channels of command and supervision were highlighted to insure 
that they would not be violated by staff members. Span of control was 
limited to the member of personnel that could be effectively coordinated 
and directed. Caution was exercised to Insure that no meii&er of the 
organization would report to more than one supervisor with respect to 
his primary duty. Finally, decentralized control was incorporated to 
the extent possible, so long as it did not hazier the standardization of 
procedures or infringe on the Commander’s prerogative of policy control. 

The resulting organizational structure has stood the test of time with 
only minor changes necessary. The current organization is illustrated 
in PLATE IV. 

The Assistant Chief of Staff (Adiainistration and Manpower) ; The 
Chief of Staff is responsible for five important functions: organizational 

planning, office management, military personnel administration, manpower 
requirements, and communications. He carries out these functiot^s in a line 
capacity at the headquarters as well as at subordinate coEsaand level. His 
goal is to Increase productivity throtighout the world-wide organization 
by more effectively utilizing military personnel and facilities, by 
applying Is^ roved management techniques, and by improving organizational 
structure. At the headquarters, he is actively engaged in attaining this 

22 ^ ~~ 
U.S., Dept, of the Navy, Military Sea Transportation Service, 
Organization. Office of the Commander. Military Sea Transportation Service . 
MSTS Staff Instruction S440.1CH20 dated 14 June, 1961. 
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objective, by supervising and controlling all budget accounts related to 
his functions. The direction and control of the field activities is 
laplemented largely through the issuance of policies and procedures, the 
review of field revests for additional personnel and facilities, and the 
use of the services of the Inspector General. He is responsible for 
security and for forsiulatlns conmunlcations plans and policies; supervising 
related operating procedures throughout the world-wide organization. In 
conjunction with the Industrial Relations Officer, he determines the military 
and civilian manpower needed to support current as well as mobilization 
objectives. He is responsible for the training of active military personnel 
and also inactive personnel in the HSTS sponsored reserve programs. He 

i 

Buintalns liaison with the Havy Departcient and other government departments 
in all matters relating to his functions, and in this connection, represents 
the Commander at all meetings. To assist him in carrying out his duties, he 
has an ineoediate staff consisting of an assistant for adstlnistration and 
manpower, a chaplain, a legal officer, and an assistant for Graphic Matters. 
The assistant for administration and manpower has control over five directors 
who are responsible for the in^lementatlon of the major functions. 

The Assistant Chief of Staff (Operations): This officer directs 

the operation of all ships of the nucleus fleet and all other ships or space 
ac^lred by the Military Sea Transportation Service. He adjusts lift 

I capability to meet the lift requlreiaents of the shipper services and develops 
plans designed to meet these refuirements. He is responsible for the 
development of standards relating to ship performance, including its crews. 








■ ! 
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for Bteasurlng actual perfortnance against these standards. All con- 
nercial shipping, except berth term shipments, is procured by personnel 
within his organization. Ue is responsible for operational readiness of 
government controlled shipping. Vhlle he exercises control of passenger 
and cargo vessels through the offices of the subordinate coTamanders, he 
directly controls the operation of all tankers. Tanker operations arc 
controlled centrally because of the peculiar world'^wide nature of the 
employment of tankers in their constant shifting from one area to another, 
and since lift requirements are received from the Armed Services Petroleum 
Agency in Uashlngton. His goal is to esq;>loy the forces afloat effectively, 
safely, and economically while satisfying the lift requirements of the 
armed forces. He represents the Commander in matters pertaining to ship 
operations, and is assisted in the performance of his duties by special 
assistants in the areas of planning and policy formulation, special project 
requirements, intelligence, merchant marine matters, research and develop- 
ment, and by four division directors, each controlling one of the major 
types of services provided by HSTS, i.e., passenger operations, cargo 
operation, tanker operations, and coianercial water traffic. 

Assistant Chief of Staff (Plans) t This officer formulates the 
long range and special planning necessary to fulfill the agency's talssion 
in peace or in war. He provides liaison with all government agencies and 
the oariticffi industry in matters affecting his objective. 

Other Staff Officers; Rounding out the first level of the organiza- 
tion, we find the Maintenance and Repair Officer who is responsible for the 
material readiness of the government controlled ships; the Medical Officer 
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who implements policies «nd procedures for providing adequate medical 
services for the protection of the health of passengers and crew; the 
^ Supply Officer who insures that optiiimm supply support and service is 

I provided to the agency and who maintains inventory control over material 

j and repair parts peculiar to KSTS ships; the Counsel; the Industrial 
Relations Officer; and the Coisptroller. 

The Office of the Gomotroller 

The term "function" as used in organizationj and especially in the 

field of accounting or conptrollershlp, is defined as "A task or group 

23 

of tasks requiring unique capabilities or abilities." What is the function 

of comptrollership? The best known and most nearly authoritative reply to 

this question is found in the official concept of controllership as developed 

by the Controllers' Institute of America. In the Department of Defense, the 

24 

concept is established by law. In both military and coimB&rcial organiza- 
tions, however, the function of coti^trollership and how it should be executed 
is largely a reflection of top asanagement ' s own conception of what it should be. 

In the Military Sea Transportation Service, comptrollership in- 
cludes those tasks which relate to budgeting, establishing tariffs, accounting, 
statistical and financial reporting, disbursing. Internal control, auditing, 
protecting assets, automatic electronic data processing, and last but most 
iK^ortant, providing the Coc»ander with interpreted financial data which he 
needs for planning, policy formulation, and control of operations. Efficiency, 
economy, and control are the Comptroller's bywords. 

23 

David R. Anderson and Leo A. Schmidt, Practical Coatrollcrship . 

Rev. ®d.; Homewood, Illinois, Richard D. Irwin, 1961) p. 14. 

24 

U.S., Congress, National Security Act Amendments of 1949 . Public Law 
216, 81st Cong., 10 August, 1949, TITLE IV, Sec. 401. 
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The CoHotroller - The agency's cooptroller is a Navy Supply Corps 
officer with the rank of Captain. Re is assisted by a civilian deputy in 
the discharge of his coinptrollershlp duties, and by three naval officer 
assistants «ho act in a planning end staff edacity. His duties Include a 
co^lnation of line and staff responsibilities. As the head of The Office 
of the CoiT^troller, he laust organize a team of civilian specialists trained 
in the various tasks of coaiptrollership, and oust coordinate their actions 
toward the goals prescribed by the Cosaaander. In his capacity, he is 
responsible for the establlshiaent of policies relating to the comptroller- 
ship function consistent with the policies of the Bepartaient of Defense 
and the Department of the Navy; the supervision of operations within his 
organization! developing budgeting, accounting, statistical and financial 
reports and procedures; exercising technical control over field con^trollers; 
analyzing and interpreting financial and statistical data; and establishing 
trends and evaluating their effect on operations. 

In a staff capacity, the Comptroller is responsible for advising the 
Cotnsiander and his staff on financial matters; providing technical assistance 
to area and sub-area commands; maintaining liaison with the Department of 
Defense, the military services, and other government agencies relative to 
financial management matters; establishing and coordinating a command-wide 
review and analysis program designed to measure performance and the utiliza- 
tion of resources; and promptly informing the Commander on operations or 
planned actions that appear uneconoisleal, inefficient, or unnecessary. 
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The Office of the Cosi|>troller is organized along functional lines. 

It is coaposed of six operating divisions under the supervision of the 
civilian deputy. Each division director is responsible for a major clement 
of the function of comp tro Her ship. Work crossing organizational lines is 
assigned and coordinated by the Deputy vho acts as a buffer or catalyst, 
as necessary to Insure accurate and consistent performance. He also reviews 
legislation, correspondence, policies, etc., from higher authority to 
determine their effect on the financial operations of the Military Sea 
Transportation Service, recooaaending proposed courses of action to the 
Comptroller. 

The Director. Budget Division - The Director of the Budget Division 
is the financial planner of the organization. He is responsible for budget 
formulation and execution within the policies prescribed by the Comptroller 
and higher authority. His duties include the issuing of Instructions and 
premises for the preparation of the planning and operating budgets; Initiating 
the call for estimates; coordinating the formulation process, analysing esti- 
mates, recosaaending tariff adjustments and revisions to the bixdget estimates 
to the Cocptroller, and preparing consolidated budget statements. He presents 
the budgets to the Comptroller of the Navy, The Department of Defense, and 
the Bureau of the Budget. He establishes budgetary controls and administers 
the budget after its approval by higher authority. He is assisted in perform- 
ing his duties by an assistant director. 

The Budget Division is composed of the Nucleus Ship and Overhead 
Budget Branch and the Contract Shipping Budget and Tariff Branch. The former 
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organizational unit performs flxumclal planning with respect to the operation 
of the nucleus fleet and the support of the shore establishment. The 
Contract Shipping Budget and Tariffs Branch analyzes ocean transportation 
requirements, and develops budget estimates for lifts to be transported 
coamerclally. It also establishes and maintains tariffs, requests and 
distributes appropriated funds which are received by the Agency, reporting 
the status of these allotments to the allotlng bureaus. 

Director. Accounting Division - This officer is the financial 
historian of the organization. He is responsible for developing and ii^le* 
denting accounting policies and procedures within the framework established by 
The Cosq>troller of the Navy. His duties consist of reviewing and analyzing 
financial statements and related reports originating within the agency; 
maintaining the official accoxmting records; preparing consolidated statements 
and related reports Issued to higher authority; and rendering professional 
opinions and decisions on all accounting matters. He represents the Commander 
on all accounting matters with the Comptroller of the Navy, the Department 
of Defense, and other government agencies. He is assisted in discharging 
his responsibilities by an assistant director who also coordinates the 
actions of the organizational components of the Accounting Division. Three 
branches report to the Director: (1) the General Accounting Branch, which 

prepares and processes all accounting transactions, maintains the account- 
ing records, and prepares financial reports for the headquarters; (2) the 
Payables Branch, which verifies and processes for payment all invoices 
received at the headquarters, and maintains adequate control of accrued 
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expenses; end (3) the Review end Consolidation Branch, which performs the 
task of reviewing all accounts at the headquarters and related financial 
reports received from the area ai^d sub*area coiaiaanders, and prepares 
consolidated statements reflecting the financial status of the Military Sea 
Transportation Service. 

Director. Statistics and Analysts Division • This officer maintains 
the management dials of the organisation. He is responsible for formulating 
and administering the statistical reporting system and the statistical and 
cost analysis programs. He develops and maintains a r^ortlng system 
designed to provide the data necessary for evaluating performance. The 
nature of his duties requires an extensive use of the informal organization, 
since he often must cross organizational lines to accon^llsh his mission. 

He has an assistant director and two branches within his division. The 
Analyzes Branch interprets control reports and performs whatever research 
is necessary to highlight problem areas, and also operates the reports 
control system of the Office of the Comptroller. The Statistics Branch 
consists of two sections: (1) the Statistics and Billing Section, which 

reviews, evaluates, and distributes statistical data extracted from billings; 
and (2) the Utilization and Special Reports Section, which obtains, processes, 
and compiles ship ntllization and performance data in order to determine the 
degree of effectiveness in the utilization of the Hucleus Fleet, both as to 
time and space. 

Director, Disbursing Division - This director is the only naval 
officer at the division level. He is responsible for all disbursing functions 
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at the head quart ars asid aeslats the area md sub«area cocasendcra in 
diaburslos matters. Within the policy guidance of the Cosq>troller of 
the Havy, he forsisxLate* .asad iisplci^at® special procedures required by the 
unl^e disbursing operatiotx of the Military Sea Transportation Service. 

Hia division Is cos«f>os«d of Branches: (1) the Cash Records Branch, 

whose primary function is to record all cash transactions and prepare 
related disbursing reports; and (2) the Voucher's Branch;, which eecaminess 
and processes all public vouchers and travel claims for payiment. He is 
aided in the execution of his duties by an assistant director. 

director. Intensal Control Plviaicm «■ This officer develops manage-* 
fsont controls imd conducts reviews at the headquarters and at the subordinate 
coismndt to insure conformance with the established policies and procedures 
relating to procurement, budgeting, accounting, statistical reporting and 
analysis, disbursing, and reporting, Ha checks controls at all levels of 
management; organisational structure, procedures, accuracy ®f records, and 
provides the means through which the Coaq>troller can be assured that the 
tasks of flavncial managancat are being performed effectively and in 
accordance with his instructions. Re is also responsible for auditing non-* 
impropriated funds held by the subordinate ootmmS-tf m well as evaluating and 
interpreting audits of HSTS activities that are held by the Comptroller of 
the Navy, and the General Accounting office. 

Director. Data Processing Systems Plyisio r, - This officer 
develops, implements, and adcdnlsters an integrated autcssatic data processing 
system. Ho .advises and assists the subordinate coassiunds in all mttsrs 
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pertaining to the utilization o£ automatic data processing equipment. His 

|| division includes an assistant director and tvro branches -- the Systems 
Analysis Branch and the Data Processing Branch. The former is responsible 
for the evaluation of data processing requireaents. It conducts surveys 
of major functional areas, programs, aiid operations from the perspective of 
designing and developing a mechanized system suitable to the needs of manage- 

I ment and the operators. The Data Processing Branch is primarily a service 

'I 

' organization designed to mechanically process financial and statistical 

j 

! data for the headcroarters . 

I 

j The Field Organization 

I I It was previously stated that. the field organization of the Military 
Sea Transportation Service ia positioned where it can best serve the needs 

I of the shipper services. There arc four major operational areas: 

Commander. Militairv Sea Transportation Service. Far East Area -- 

I 

I This Commander, who is headquartered at Yokohama, Japan, has under his control 

I the HSTS offices at Saaabo, Taipei, Manila, .Pusan, Inchon, and Okinawa. 

Comtaander, Military Sea Transportation Service. Pacific Area — 

This Ci^amander Is headqimrtered at San Francisco. He controls the )^TS 
Offices at Guam, Long Beach, Honolulu, and Seattle, as well as all nucleus 
ships in the Pacific Fleet (except tankers). 

CoBmander. Military Sea Transportation Service. Atlantic Area — 

1 

This Cocnander controls the MSTS Gulf Sub-Area and its cor^onent offices at 
Houston and Mobile, as well as the MSTS offices at Balboa, Cocoa Beach, 
Newfoundland, Norfolk, and San Jtian. The Commander also has under his direct 
operational control all nucleus ships assigned to the Atlantic Fleet (except 
taiUcers) . He is headquartered at New York City. 
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CoimMtader,, Mllifry Sa« Trspoportation Service, Eftstern Atlantic 
«nd Med 1 ter ranenn ; ° -^Thi 8 CooKiaader is located la London, England. He controls 
the Mediterranean Sub Area Coraaander at Leghorn, Italy, and his coz|>onent 
offices at Casablanca and Naples, as well as the MSTS offices at Bremerhaven 
and La Eochelle. 

The organizational structure at each area cosmiand is generally 
patterned after the organization of the Office of the Commander. The irajor 
differences that do exist are caused by the fact that eiaphasls in the field 
is placed on operations rather than on the broad planning function carried 
on by the headquarters. From the standpoint of financial sumagenent, the 
organization is structured functionally, l^ile the field comptroller's 
organization is generally similar to that of the Office of the Coicpt roller, 
it varies according to the functions assigned to the Area Commander and to 
the degree to which common services are received from other naval activities. 

The Concsand Organization of the global complex is illustrated izi 
FIATS V. It would appear that the entire organization is built on a founda- 
tion of field offices. While it is the smallest organizational element, 
the MSTS office is the connecting link between the nucleus fleet and the 
shipper services. It is the point where reputations are made or broken; 
where econocQr is either achieved or lost. These offices are staffed with 
from one to thirty people. The consaandiag officer exercises local operational l 
control of nucleus ships while they are in port, provides them with whatever 
support is required, and assists ship turnaround. Rapid expansion or 
contraction is a design feature of these offices. Size and location may 
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ch«rige overnight, depending on cargo traffic pattema. In connection 
with time chartered coinaerciaX veasels, theee offices provide a valuable 
service by insuring proopt perforraance under the provisions of the 



contract. 
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CHAPTER III 



THE ACCODNTIHG SYSTEM IN BRIEF 



Major Legislative Influences 

On October 28 j 1948 » the Coasptroller General announced the beginning 

of a Joint program for is^ roving accounting in the Federal Government. The 

announcement cultslnated a series of discussions between the Director of the 

Sureau of the Budget, the Secretary of the Treasury, the Comptroller General, 

and members of the staff of the Senate Comraittee on Government Operations. 

The basic goal of the program was to improve financial management practices 

throughout government in a way which would satisfy the management needs of 

the Executive and Legislative Branches. It contemplated the development of 

a sound accounting system within each agency, sufficiently flexible to serve 

the head of the agency, but designed so that it would be compatible with the 

overall accounting system of the Federal Government. The program was to be 

isplemented through the efforts of the three agencies, in cooperation with 

the administrative agencies and the Congress. Some of the recommendations 

made by this joint committee have initiated important legislation -- legls« 

25 

lation which has given direction to federal accounting. 

26 

The Budget and Accounting Procedures Act of 1950 is one of these. 

It sets forth, among other things, a statement of public policy as to the 
' 25 

O.S. Senate, Financial Management in the Federal Goveamment . 

Senate Document Mo. 11, 87th Cong., 1st Sess., p. 40. 

26 

U.S. Congress, Budget and Accounting Procedures Act of 1950 . 
Public Law 784, 64 STAT. 832, 81st Cong. 
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purposes that accounting and auditing should serve la government, and 
reflects the "congressional intent that the needs and responsiblities 
of both the Estecutive and Legislative Branches be fully considered in 
the establishment of accounting and reporting systems and requirements. 
The statement of policy provides for the following; 



1. Full disclosure of results of financial operations, 
adequate financial data for operating and budgetary purposes, 
and control over receipts, expenditures, funds, property, 
and other assets. 

Z, Full consideration of the management needs of the 
Executive and Laglalative branches in the establiehment 
of accounting and reporting systems. 

3. The maintenance of accounting systems and preparation of 
financial reports as a responsibility of the Executive branch. 

4. That auditing by the Coiiaptroller General should be directed 
toward determining the extent to which accounting and financial 
reporting were fulfilling the purposes prescribed by law, regu- 
lation, or with legal requirement; maintain an effective basis 
for the settlement of accounts. 

5. Siiqpllfied and more effective accounting, reporting, 
budgeting, and auditing procedures and the elimination of 
duplication. 

6. An endorsement of the joint program by declaring that a 
continuous program for the ie^rovement of eccoimting and 
financial reporting should be conducted by the Comptroller 
General, Secretary of the Treasury, and the Director of the 
Budget . 

The Act recognises accounting as an operating tool by providiiig that 
the head of each agency establish and maintain systems of accounting and 
internal control in conformity with the principles, staiidards, and related 
requirements prescribed by the Comptroller General. 



27 



op. cit., U. S. Semte, p. 82. 
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Another significant piece of legislation, limited in scope to the 

28 

armed forces, is Title IV of the National Security Act amendment of 1949. 
Title IV provides for the reorganization of fiscal management in the Depart- 
ment of Defense in order to promote efficiency and econoo^. Prom the ac- 
counting point of view, it calls for the establishment of uniform termi- 
nologies, classifications, reporting systems, and accounting and internal 
audit projects. It authorizes the establlsliment of working capital funds. 

A third modem legislative influence in accotmtlng is provided 
29 

by Public Law 84-863. This act directs each agency to take whatever action 

I 

j is necessary to achieve consistency in accounting and budget classifications, 

I 

to synchronize these classifications with the organizational structure, and 
to support budget estimates on the basis of cost and performance. It also 
authorizes the use of an accrual accounting system. 

It can be seen from the foregoing that the objectives of account- 
ing in the eyes of the Congress, are to provide: 

1. A media for effective control over expenditures and 
promoting control over and reduction of costs. 

2. A source of reliable fiscal data to serve as a basis for 
and support of budget revests. 

3. A working arm of management «diich can be used to measure 
performance and effectiveness at each level of responsibility. 

4. Accountability for assets and the assurance of the proper 
discharge of this responsibility. 

5. A financial communications system which will, through full 
disclosure, satisfy the needs of the executive and legislative 
branches of the government. 



U.S. Congress, National Security Act Amendments of 1949. Public Law 
216, 81st Cong., 10 August, 1949, TITLE IV. 

29 

U.S. Congress, Cost Based Budgets and Accrual Accounting . Public 
Law 663, 70 STAT. 782, 84th Cong. 
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The General Accoiantlng Plan 

It was stated previously that the Kilitary Sea Transportation Service 
Is financed through the Navy Industrial Fuad. The Secretary of Defense’s 
Instructions relative to fund accounting prescribe that each comi&erclal type 
activity shall have a "custom built" cost accounting system designed within 
the legislative framework previously described; a system that will adequately 
account for the stewardship of the activity and provide the necessary safe- 
guards for the protection of the integrity of the working capital. Each 
system imist have the means of providing the basis for the determination of 
cost per unit produced or per service rendered to the extent required for 
equitable billing. Bata must bo accuimilated on production or service costs 
by category or type of cost so that cost effectiveness can be measured 
against staiidards or the estimates of the appropriate cost control center, 
and variances analysed for cause. If the type of production or services 
rendered is suited to the use of fixed prices or rate schedules for the 
work performed, then such standard prices must be developed on the basis of 
cost and must include allowances for losses, contingencies, and variances 
in order to protect the integrity of the working capital. Cost standards 
that are developed, however, mast be sufficiently conservative so as to 

require real efforts to meet them, and must be based only on those costs 

30 

idiich are expected to be incurred. 

The accounting system of the Military Sea Transportation Service 
is pointed towards the Congressional objectives. It incorporates the 
principles and standards of the Comptroller General and the Department of 

30 

U.S. Dept, of Defense, Financial Reports for Deoartnent of Defense 
Industrial Funds - DOD Instruction 7410.5 dated 28 July, 1959. 
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I Defense *8 crlcerin for fund accounting. The system Is patterned, for the laost 

part, after the accounting systems used by commercial shipping coc^anles, 

tcodifled as necessary, to Insure the unique aspects of the HSTS operation 

are fully disclosed. Emphasis is placed on management's need for Information, 

rather than on accounting as an end in itself. A double entry system of 

31 

accounting is eo^loyed and data is acctnsulated on an accrual basis. 

I Those accounting functions which are not peculiar to ocean 

transportation are carried out in accordance with the policies and instructions 
Issued by the Con^troller of the Navy. These instructions are set forth in 
I the Navy Con?>troller's Manual. For the most part, they pertain to fidelity 
accounting, property accounting, and those common elementa of fund account- 
ing. "Custom Built" procedures are published in the Navy Industrial Fund 
Handbook for the Military Sea Transportation Service. NAVEXOS F-1280. These 
instructions, wtiile approved by the Coiaptroller of the Navy, are originated 
by the Comptroller of the Military Sea Transportation Service. The requisites 

I which provide the framework for the development of these tailored instructions 
include a consideration of organization and personnel, the needs of manage- 
ment, the provisions of law, the provisions of internal control, the functions 
of ocean transportation, and the principle that all data accumulated must be 
in a fora which is suitable for integration with the records of the Coi^troller 
of the Navy and the Treasurer of the United States. From the accounting 
standpoint, NAVEXOS P-1280, sets forth the chart of accounts, including the 
description and use of each account, the accounting records and books of 
original entry which are to be staintained, the methods of accumulating costs, 
aiid instructions pertaining to the preparation and submission of financial 
reports. 

31 

. Personal interview with Mr. L. G. Butts, Director, 
Accounting Division, Office of the Cos^troller, Military Sea Transportation 
Service on 7 March, 1962. 
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Account Classlficatton a 

The accounts raaintalned by the agency include balance sheet 
accounts, revenue and expense accounts, and accrued receipt or expendi- 
ture accounts. An intra HSTS clearing account is also maintained for 
the purpose of accumulating and reporting expenses incurred by one area 
corntnander for the account of another. The accounts are identified by a 
four digit numeric code. The first two digits identify the type and taajor 
classification of the account, while the last two provide a more detailed 
suboclassificatlon. From exaia^le: 

CIASSIFICATION ACCCUHT 5153 

Expense Account 
Nucleus Ships 
Port Charges 

The revenue and expense accounts are designed to accumulate data 
by type of income or expense, by type of service, and in some cases, by 
Indlvidital job. ^en coupled with the activity's or ship's accounting number, 
they provide the financial data needed for budgeting, budgetary control, 
pricing, and cost control. The balance sheet account sub-classifications, 
on the other hand, provide a detailed description of the financial statue 
of the Military Sea Transportation Service. The major account classifica- 
tions utilized are illustrated in TABLE 1 while TABLE 2 explodes one major 
classification into Its component accounts. 
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TABLE 1. Major Accouat Class if icatione of the Military Sea 
Transportation Service's Accounting System. 



Balance Sheet Accounts 



1000 Asset Accounts 
1100 Cash 

1200 Accounts Receivable 

1300 Inventories 

1400 Cash Advances 

1500 Deferred Charges 

1900 Intra-MSTS Clearing Accounts 



2000 Liability Accounts 
2100 Accounts Payable 
2200 Accrued Liabilities 
2300 Cash Advances Received 
2400 Unterminated Voyages 
2900 Reserves 
3000 Corpus Accounts 



4000 

4100 

4200 

4300 

4400 

4500 

4600 



Income and Exoense Accounts 



Income Accounts 
Cargo Ships Revenue 
Passenger Ships Revenue 

Petroleum Ships Revenue 
Special Project Ships Revemie 
Non Operating Income 
Non Tariff Operations Income 



5000 Expense Accounts 

5100 MSTS Nucleus Ship Expense 

5200 Charter and Ships Contract 
Esipense 

5300 Overhead Expense 

5400 Non Tariff Operations Expense 



Source: mVEXOS P-1280, NAVY INDUSTRIAL FUND HA1?DB00R FOR THE MILITARY 

SEA TRANSPORTATION SERIICE; Chapter 03. 
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XiffiLE 2. tojor Account ClaasificAtlon 5200, Charter and Ships Contract 
Expense and its coi^onent accounts. 



Account 5200 

Charter and Ships Contracts 



Type Shipping 


Account Number 


Description 


Cargo 


5202 


Tii»e Charter 




5203 


Voyage Charter 




520.'t 


Shipping Contracts 




5205 


Berth Tern Shipments 




5206 


LST Contracts 




5207 


National Shipping Agency 
A^greeinsats 




5203 


U. S. Fleet 


Passenger 


5212 


Time Charter 




5213 


Voyage Charter 




5214 


Shipping Contracts 




5217 


National Shipping Agree- 
ment® 




5218 


U. S. Fleet 


Petroieua 


5222 


Time Charter 




5223 


Voyage Charter 




5224 


Contract Operations-Tanker 




5225 


Shipping Corstracts 




5226 


Long Term Consecutive 
Voyage Charters 




5227 


National Shipping Agency 
■Agreements 




5228 


U, S. Fleet 



Source: NAVEXOS P-1280 MW INDUSTRIAL FUl® IiAJ®B00K FOR THE MILITARY 

SEA TRANSPORTATION SZWICE: Chapter 03^ para. 030105. 
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AecmaiXution of Co3t3 and Incotaa 

Wiile the accomtieg system is sindlar to those used by cocjraercial 
shipping coK^anieSs It differs in one mjor area. Moot private companies 
segregate all income and eaqpensc by the individual voyages of each ship, 
thus rendering a profit and loss statement for each trip. "Voyage Account- 
ing'', as this nsethod is called, is a valuable tool in deteriEinlng profitably 
by ship or route, &ud in evaluatitig the profitability of ships .<ichedule. 

The Military Sea Transportation Service, however, uses a more siiEplified 
system, incorporating some of the thinking behind "voyage accounting", by 
matching income and expense by ship, and by month. 

All expense which is incurred by the agency, and which is 
chargeable to the Navy Industrial Fund, whether related to ashore or afloat 
operations, is ultiimtely charged to one of the four major types of shipping; 
i.e., passenger, cargo, petroleum, special lifts. The operating ami over- 
head costs of the shore activities are pro-rated to each tyjp»e of shipping 
on th® basis of th© estimated tiro® spent on each. A periodic review of 
the percentages used for this allocation process is made to insure equitable 
distribution. Birect costs of the nucleus fleet are identified by type of 
shipping when they are incurred. 

Not all costs, however, are financed by the Navy Industrial 
32 

Fund. The following types of expense are flnaxjced by annual or no year 
appropriations and are excluded from the account classifications previously 
described : 

U.5J. Dept, of the Navy, Chief of Naval Operations, Terms of 
Reference for the Military Sea Transportation Service , OPNAV Instruction 
5440.58, Tap P, p. 6. 
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1. New construction or conversion of ships. 

2. Pay and allowances of ailitary pereonnelj attached to the 
Military Sea Transportation Service. 

3. Official representation; enter tainiaent of foreign off lcials,etc. 

4. Additions or changes in the ailitary chara«iteriatics of the 
ships of the nucleus fleet. 

5. Repairs of ships due to battle damage, or ice damage 
incurred in special arctic operations. 

6. Routine maintenance and repair of military equipment in- 
stalled on MSTS ships. 

7. Frocurciaent of plant account property. 

These costs are accmuilated and reported outside of the MSTS account- 
ing system either through open-end allotments, or regular allotments. The 
latter may be granted to the head^arters for eub-alloting or directly to 
the cost control center. At present, three allotments are held by the 
Military Sea Transportation Service; "Contingencies of the Navy*' for the 
purpose of financing official represeatationa, a Bureau of Ships operating 
axtd maintenance allotment for the procurement of plant account and the 
financing of the repairs and -ffiaintenance costs cited above, and a Bureau 
of Weapons allotment for the installation of meteorological program 
on ships of the nucleus fleet. 

Accounting Records 

The accounting records for tho moat part are maintained by 
electronic accounting and data processing equipment. They are similar in 
scope and content to those uoually kept by a cosamercial activity using the 
double entry method of accrual accounting. The following books of original 
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or final entry are maintained by the Office of the Comptroller, and the 
comptroller of the subordinate command: 

The Journal Voucher Register: This record is a listing of all 

Journal vouchers which are not classified as payables or collectibles. 

The record is maintained for the purpose of recording miscellaneous 
! transactions which are not provided for in the other books of original 

i 

entry. Each Journal voucher is recorded for control purposes only. In 

) 

effect, the Journal voucher register serves the purpose of a general 
Journal. 

The Voucher Register: This book is maintained for the purpose 

I 

j of recording transactions Involving the procurement of material, supplies, 
services, etc., and to facilitate posting to the general ledger accounts. 
Individual voucher Jackets are prepared and recorded therein after a pr<^er 
audit and verification of vendors invoices. A file of vouchers payable is 
broken down into two parts, commercial vouchers payable ai:d government 
vouchers payable. After payment, the voucher Jacket is marked with the 
details of the payment and payment is posted to the voucher register. At 
the end of each month, the various columns of the voucher register are 
footed and posted to the general ledger accounts aixd to the appropriate 
subsidiary accounts. 

Cash Receipts and Cash Disbursements Books: These records are 

laaintained by the Disbursing Officer for the purpdse of recording all cash 
collections or disbursements for the account of the Navy Industrial Fund. 
Other transactions which affect the Disbursing Officer's account of advances 
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and which are not attributed to the Savy Industrial Fund are recorded in 
separate cash receipts and cash disbursements books and are not co« 
mingled with MSTS accounting. At the end of each accounting period, the 
books are taade available to Accounting Division personnel who post tha 
footed columns to the general ledger and to the appropriate subsidiary 
accounts. 

The General hedger: The ledger is maintained s© as to reflect, 

in summary form, the charges and credits to each account set forth in 
the chart of accounts. Subsidiary records are maintained where necessary 
for the purpose of recording th® details of the sunmaaries. The ledger 
consists of the balance sheet accounts and the temporary proprietary 
accounts. The latter, consisting of income and expense accounts, are 
closed at the end of each fiscal year. 

External Reporting; 

In discharging his responsibility under th® Siational Security 

Amendments of 1949, the Secretary of Defense prescribed a system of 

reporting which facilitates the overall review of budget estimates, the 

determination of appropriate financial control measures, and the 

preparation of reports to the President, the Congress, and the cognisant 

33 

executive agencies. The instructions are issued to assure the 
reporting requirements of other agencies are satisfied and to meet the 
requirement for a uniform and integrated system of reporting. They do 
not pertain to flaancial operating reports which saist be developed by 
the individual industrial fund managers or activities. 
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loc. cit.. Department of Defense. 
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Pursuant to these instructions, and the anqplifying instructions 
of the Con^>troller of the Navy, the Military Sea Transportation Service 
subiaits a series of quarterly reports and annual budgetary and tmnagenent 
reviews to the Comptroller of the Navy for incorporation in the Navy 
Industrial Fund Report. The quarterly reports coccjunicate the financial 
status of the agency and the progress oade on its financial programs. 

They include the following reports: 

1. Statement of Financial Condition 

2. Statement of Revenue and Expense 

3. Summary of Source of Revenue 

4. Changes in the Principal of the Funds 

5. Statement of Cash Sources and Applications 

The reports are accon^anied by a narrative stateraent interpreting significant 
financial and operating changes and trends, also providing information on 
significant accocplishsients and proposed management actions. The narrative 
incliides conasents on policies followed in billing and pricing services to 
customers; an appraisal of progress in the adoption and use of performance 
measurement techniques; an analysis of current and projected workloads and 
their effect on planning operations; and a discussion of the tsodem operate 
Ing control practices and other management tools in use. The nature of 
significant items contributing to the net operating results are interpreted, 
analysed, and highlighted in the narrative in order to provide a clear but 
concise basis for the review and evaluation of the financial reports by 
higher authority. 

Internal Reporting 

Financial reporting within the Military Sea Transportation Service 
is performed on a monthly and quarterly basis. Each cost control center 
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aubialts three types of reports: accounting reports, which provide the 

historical data needed for external reporting; control reports, consisting 
of selected financial and operating data which provide ntanagement with a 
continuing and systeioatic review of trends and current developments; and 
special reports, which provide the status of problem areas uncovered by 
the control reports. Only accounting reports are discussed in this 
chapter. Control and special reports are covered in chapter V. 

The accounting reports include the activity's balance sheet and 
statement of income and expense which are submitted montly, within eighteen 
days after the close of the period covered by the reports. The balance 
sheet is supported by an analysis of the changes in working capital, and 
a statement of the value of vouchers issued or credit received for each 
Intra-HSTS clearing account. 

The external reporting requirements of the agency necessitate 
the accumulation of some data which are not reflected in the summary general 
ledger accounts. Accordingly, quarterly supplemental reports are submitted 
to the headquarters showing more detailed information for non-operating 
income, travel advances, axKl cash transactions. 

Annually, by the first day of the second month following the 
close of the fiscal year, the subordinate commands must submit a "Statement 
of Reconciliation of Cash Account." These statements arc consolidated by 
the Office of the Comptroller and reconciled with the MSTS cash balance as 
shown in the central ledgers of the Havy. Detailed listings of transactions 
supporting the reconcillatloii are not forwarded to the Office of the Comptroller 
but are retained at the field level. The data which are included in the 
reconciliation statement arc shown in TABLl 3. While the report is an annuel 
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one, the operation of reconciling abstracts of charges and credits as listed 
on the Navy Regional Accounts Offices' cost registers Is performed monthly. 

TABLE 3. Format for the Reconciliation Statement of the Cash Account, 
Prepared as of the End of the Fiscal Year by all Cost 
Control Centers. 



Name of Coccand 

Reconciliation of Cash Account 
As of 30 June, 196 




Balance per Account 1101 


$ 1,000,000 


ADD: 

Expenditures recorded in books 
not reported on Navy Regional 

Accounts Office Register 


50,000 


Receipts reported on Navy 
Regional Accoimts Office 

Register, not recorded In books 


50.000 


Total. . . 

DEDUCT: 

Expenditures reported on Navy 
Regional Accounts registers, 

not recorded in books 


$ 1,100,000 
70,000 


Receipts recorded on books not 

reported on Navy Regional Accounts 

Office registers 


80.000 



Total deductions... 150,000 



BALANCE 


. $ 950,000 



Source: NAVEXOS P-1280. NAVY INDUSTRIAL FUND HANDBOOK FOR THE MILITARY 

SEA TRANSPORTATION SERVICE: Chapter 03, para. 030994. 
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The total expense which has been accuxoulated on work in process 
is charged, at the end of each month, to the ultiioate expense account, or 
in the case of reiiaburaeable expense, to accounts receivable so that the 
work in process account reflects a sero balance at the end of the icontk, 
regardless of the state of con^letion of the job. A report of maintenance 
shop operations shoving a suonary of shop expense by type of cost and costs 
of work performed by type of job is submit ted quarterly by the Atlantic 
* and Pacific Area Coraaanders to the Office of the Comptroller. Maintenance • 

I and rapair costs by account classification are also reported. 

Property Accoxmtlnte 

"Title 10 U.S. Code 2701(a) prescribes that the Secretary of 

Defense, under the regulations procaulgated by him, shall cause to be 

maintained records of the fixed property, installations, and major equipment | 

Itema of the Military departments that are in use, both on a quantitative 

34 

and monetary basis." For control purposes, property Is divided Into the 
following classes: 

1. Plant Property Class 1 - Land 

2. Plant Property Class 2 > Buildings and Improvements 

3. Plant Property Class 3 > Equipment 

The Military Sea Tranaportation Service has, under its control, only Class 3 - 
plant property. This class includes machinery or equipment of a capital nature, 
such as machine tools, equipment used in production or in the performance of 
services, etc. It doss not include Itexas of equipment ^ich are consumed in 
such processes. Generally, equipment which has an acquisition cost of $100 

34 

U.S., Dept, of the Navy, Office of the Conptroller, Naw Conptroller* s 
Manual . Vol. II, para. 036000-2. 
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or Bsore, inclusive of inetallation cost, is classified as plant property. 

Betailed criteria for the deteriiaination of plant property arid exei:pted 

35 

iteiES are found in the Havy CoiEptroller's Manual. Aa stated previously, 
plant property is not financed by the Industrial Fund. About $1.5 siillion 
dollars of property is dispersed throughout the global organisation. It 
is accounted for by the area or subarea comander on an individual iteta 
basis in accordance with the instructions of the Navy Comptroller. 

The agency also has about $350,000 of special Industrial pro> 
duction equipment as well as leinor property; i.e., property which is 
capital in nature but fails to meet the criteria for plant property. 

Formal accounting is not performed for minor property, except for those 
items which have been earmarked by the financing bureau. Gontinueus 
accountability is not required, and reports of the is^ney value of minor 
property are submitted only when requested by the cognisant bureau. The 
specialized production equipment is handled similarly, except that a 
coH|>lete listing of tooling in storage must be maintained by the subordinate 
commands. 



35 



Ibid . , para. 0360CA-3 &-4. 
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CHAPTER IV 



BUDGET FORMULATION 
Introduction 

In a co!!snerclal con^any) the budget forsulation process usually begins 
with establishing the goals of the business within the economic climate ex- 
pected to prevail during the budget year. On the basis of this plan or state- 

I 

ment of policies, sales and inc<Mne forecasts are developed to meet the pre- 
I scribed objectives of management. While the sales forecast is often the most 

I 

I difficult to accomplish accurately, it is the most iiqportant part of the budget 

i 

structure since it influences all other segments of the budget. The next step 

I 

j 

I in the formulation process normally consists of the preparation of a production 
j plan designed to meet the requirements of the sales forecast. Estimates are 

|i then made of the cost of goods to be sold; the materials to be purchased, 
stocked, and consumed; the labor effort required to carry out the plan; and 

I I finally, the operating expenses necessary to obtain budgeted sales and to 

' deliver the products or services to the consumer. All these activities are 

I planned in relation to each other and especially in relation to the anticipated 

sales level. If the job is well done, the completed budget meets the defini- 

36 

tion of a coordinated financial plan for the operation of the business. 

i 

The budget process in the Hllitary Sea Transportation Service 
is similar in many respects to commercial bxidgcting. The differences that 

I do exist are attributed, for the most part, to requirements of law, and to 

oo. cit. . Anderson and Schmidt, pp. A51 - 452. 
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the loTsg review cycle iiaherent in govemnent budgeting rather than to 
methodology. The process begins with the President's statenent of policy 
and the development of an estimate of sales based on the lift requirements 
of each military service. Expense budgets are constructed within the 
framework of public policy and arc directly related to the forecasted 
business activity cnepseted during the budget year. The integrated budget 
is designed to meet the objectives of the nation as they regard ocean 
transportation. There are two distinct phases; the preparation of the 
planning budget and the development of the operating budget. Both 
accurately represent the programs and objectives of the agency, but are 
prepared at different points in time. They are prepared from the same 
source data, but do not ordinarily agree in all respects because of major 
differences in format, substance, preparation date, and purpose. The 
planning budget, as the name inq»lies, is the earlier and broader forecast, 
while the operating budget is more detailed and is oriented towards the 
execution and control phases of financial planning. 

The Planning Bud?;et 

While the planning budget includes less supporting detail than is 
required for the planning and inaaediate control of operations, it aiust 
thoroughly explain the plans which underlie the biidget data. It aaist be in- 
terpreted to represent the programs that, in the judgment of the Consaander, 
are believed attainable through the best efforts of his organixation under 
the conditions assumed to prevail during the budget year. The programs 
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that are reflected in the planning budget must confona to the knovn 

policies of the President, to public law, arid to the general policies 

37 

set forth by the Bureau of the Budget. The latter usually include 
guidance with respect to the preparation of budget year estlmtes for 
continuing prograias, new programs, new contract aiithori sat ions, functions 
resulting from new or proposed legislation, personnel condensation, the 
effects of price level changes, and policies with respect to the prepara- 
tion of supporting schedules showing current and historical transactions. 

Detailed instructions for the preparation and submission of the 
planning budget estimates are issued by the of the Navy about 

twelve months before the budget year. Usually, they include the premises 
upon which the estimates are to be developed and as^^l^y broader 
policies and instructions of the Bureau of the Budget. They pertain to 
all industrial fund activities. Although each activity's budget estimate 
is reviewed independently, all must eventually be consolidated into the 
Navy Industrial Fund budget. Coicpatability is therefore essential, and 
deviations from the instructions of the Navy CojEptroller are not authorised. 

Upon receipt of the budget guidelines, the agency begins the 
formulation process by requesting each military service to submit estimates 
of its ocean shipping requirments detailed as to routing and cocmiodity 
classification. The estlmted lift requirements arc costed at the current 
tariff levels to form the sales and income forecast for the budget year, 
and to provide the military services with financial data upon which to base 

37 ' 

U.S., Bureau of the Budget, Instructions for the Preparation and 
Submission of Annual Budget Sstlmates . BuBud Circular No. A- 11, Sac. 1-11. 
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their annual appropriation requests for ocean transportation. The sales 
and Income forecast® serve as the basis for determining the level of 
zaanpo^'er and the resources required by the agency in order to carry out 
its programs for the budget year. Expense budgets are developed centrally 
at the headquarters from current and historical data tes^ered by known 
planned requirements, \lhmn coisgilcted, the planning budget represents 
a coiz^ rehens ive analysis of current and past year financial results, and 
a determination of the financing required for the balance of the current 
year, and for the entire budget year. The budget package consists of the 
following financial statements and schedules: 

®* Statement of Financial Condition: actual and proforma 

balance sheets for the past two, the current, and the budget 
years, similar in content to eor^aratlv© balance sheets of 
a comaarcial enterprise with one exception. Since capital 
investment is sot financed by the Savy Industrial Fund, fixed 
assets are excluded from the asset section of the balance 
sheet and are shorn as supplemontary data at the foot of the 
statement. 

.Stat^; ftnt of Revenue and Costs: actual and proforsaa profit 

and loss statements showing revenus and expense ai^d related 
statistical data for the pact, current, and budget year. The 
statement is similar to a combined statement of income and 
retained earnings since it includes a sectiori for operating 
results showir^g net profit or loss for the fiscal yearj prior 
year adjustments; operating results brought forward at the 
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beglnnixug of the period, and acenaiulated retained earnings 
at th® end of the fiscal year. The operating statistics 
section of the statement discloscc costs incurred during the 
accounting period by the Military Sea Xranaportation Service 
but not funded by the Kaval Industrial Fund: l.e., ailitary 

personnel costs, depreciation on plant and equipment; military 
and civilian personnel on board at the end of the fiscal year; 
and selected statistical data on lifts transported. 

c. SuKmarv of Sources of Revenue: a statement ^diich shows, 

for the past, current, and budget years, total amounts billed 
or expected to be billed to each military service and to the 
Deportment of Defense, by coas«naer appropriation; the total 
amounts billed to other governsaent departments; billings to 
non-appropriated funds, Individuals; and the unbilled balance 
of custotaer orders at the end of each year. 

d. Susstaarv of Changes la Principal of Fund,;, a statement which 
discloses the actual or anticipated changes in the cash alloca» 
tlons, capitalised assets, and liabilitlas assimied during past, 
current, and budget year. 

e. Narrative statetaent: a statement supporting the financial 

data submitted; highlighting the progress, achieviunents, problem 
areas, and other factors of significance in the operation of the 
Military Sea Transportation Service, including in^roveaients in 
management techniques. 



. - I ® |»lB9i 'I ix^* • ' V V.- * J»* 

._ y.f ,tcj^ ♦CI'LL • ' .#*«• ••• *41 IU*I»*»- 

' •• inf*< ■ ■ • > o j 0* I • ■ 'jA' •♦** * 

, ' ■ , • , •- t» I <> ,1 ■ faaa» Hf 



9 • 



^ I 

3 fi 

* 'v 

'♦if 



, 0 

^ . I • « ' n » * > ^ » c I ^ ^ • i 

® f !► -# IV*—— I*. 1 i .^41 •!*» ■(•-.<' ^ ^ i J^ ► i » ’ ’ ’ 



»' i - • • II ►'i^ «, Ilf* , - ‘ ^ ^ im • / 

II* ^ •* «U J ^ ->♦ -r* ® 






ir *r # *11 ^ *<> ^"^=^11 

» ♦ || ' I * '=* < M ^ I *4 ^♦fT'^' 

»'*.i,'.# I 4 «< I (*• "♦ ^-^-^^^frf*‘ ♦-•I- 

o It -. ' »«; M ♦•-•’^r ... ..» 

• 4>if .«! » « w ' ' . Jk^vfL* •• 

« . 1 • 4 ■ Am • • 4 « S *t'- '<» 



. »i I • o'?' ® •• * • ' , I <• • . <■ • c • o o G 1 X' c ' c- ' « » # - , -*04t4 

••• II- . 1 . -:* tfl - < 4 : ‘U.;-« 1 

, Cj ♦ • - ^1 I ^ ♦ I i *) IP<| ' I 4i>«i*.*. t 

<<,• >> - 1 14 '■' *iiri »• . *i,sr^ii j^»** 

► ' '•'•O 

=3 5«" • • •• >* -4»'J|II *! >^* i"^ :• '7 Q'-?i!'iL-7 

. — It 0 ' T> 



58 



£. Cash Reconciliation Schedule; a reconciliation of the cash 
balance as recorded on the books of the agency and the U. S. 
Treasury on June 30 of the past year. 

g. Adjustments to Costs Schedule; a statement shoving credit 

adjustments to accrued costs. Since the costs reflected in the 
planning budget are on a net basis, and since final budgetary | 

requirements dictate the stating of costs on a gross basis, a 
schedule of credit adjustments must be Included. 

h. Object Classification Suamarv: a statement listing the actual 

or estimated accrued expenditures for the past, current, and budget 
years by object classification in order to provide the Bureau of 
the Budget with a uniform basis for consideration of the budget 
estimates and for consolidation of certain Information on a 
govemment-vide basis. Object classes which are Included in this 
summary consist of the following: 

11 Personnel Coi^ensatlon 
Permanent Positions 
Non Permanent Positions 
Other Persoimel Compensation 

12 Personnel Benefits 

21 Travel and Transportation of Persons 

22 Transportation of Things 

23 Rent, Communications, and Utilities 

24 Printing and Reproduction 

25 Other Services 

26 Supplies and Materials 
31 Equipment 



59 



41 Grants, Subsidies, and Contributions 

42 Insurance Clains and Indemnities 

43 Interest and Dividends 

44 Refunds 

i. Personnel Sumaary; s schedule which aa^lifies the financial 
data subioitted in the object classification su^sinary by providing 
for the past, current, and budget year, related statistical data 
on the number of personnel and the number of positions ou hand. 

j. Reconciliation Stateaeat to Object Classification; a stateiaent 
idilch reconciles the accrued expenditures reported on the financial 
stateisents with the schedule of object classifications reported in 
the objact classification suiaaary. 

k. Suopleiaeatarv Exhibits; various schedules designed to support 
the budget estiasates by providing additional data similar to the 
following: 

1. Average civilian emplo3naent, including manpower narrative 
statements, average military eaiployinent, overtiiae, excess 
leave taken over earned leave, number of personnel es^loyed 
by geographic area, average many ears of amployment, etc. 

2. Electronic data processing equipment eE^loyod, and related 
information. 

3. Maintenance and iH^rovement of real property. 

4. Analyses of direct and indirect labor costs including 
the number of personnel, military and civilian, used in each 
category. 

5. Percent of direct labor covered by standard costs. 

6. Percent of billings at predetermined prices. 
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As part of the atmual budget process and as provided for in the 
Industrial Fund Eegulatlons, the planning budget is subiaitted to the 
Coisptroller of the Navy for Initial review and approval, and then to the 
Bepartieent of Defense and the Bureau of the Budget. Estlmtes are reviewed 
with respect to the cost and sales forecastsi the relationship of this 
forecast to the shipper services’ appropriations requests; working capital 
requirciaants; financial and accoimting policies; legal requiresaents or 
liioltationB: and the stated policies of the President. Upon coiq>letlcn 
of these detailed reviews, the planning budget is consolidated with the 
budget estimates of all other industrial fund activities by the Coi^troller 
of the Navy and is submitted to the Congress for final acceptance. 

In the consolidation process, the estlsmtes, for the most part, 
are commingled with those of all other Navy Industrial Fund activities. 
Thus, in the final product, the Budget of the United States, only tv7o 
simple one line entries in the Prograimoing and Financing Schedule of the 
Navy Industrial Fund can be identified as relating to the function of ocean 
transportation: (1) The cost of goods and services produced, and (2) 

customer orders received fay the Military Sea Transportation Service. 
Included In the national budget, however, is a brief description of the 
services provided by the ageticy and a suamary of the estimated workload 
and costs expected in the four taajor areas of operation: cargo shipping, 

passenger transportation, petroleuia lifts, and special projects. 
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The Dperatlay. 

The op»erating budget is a short ter® forecast 'shich, if accepted 
by the Departiiient of Defense, becomes the financial operating plan for 
the year in qaestiovi. Unlike its predecessor, it expresses a detailed 
plan of action in financial terms and is therefore develops^d jointly by 
the headquarters and the area and cognisant subarea comomders. The 
fonaralatioa process consists of updating the estiomt© of sales, develop- 
ing an operating force plan to meet the requirements of the arsed forces, 
preparing related overhead and operating expenses budgets, adjusting 
tariff rates to eliminat© excessive profits or losses anticipated during 
the budget year®, and preparing financial statements to reflect these 
changes. A schematic illustration of the process is shown ia FIATS VI. 

After the approval of the planning budget by the Bureau of the 
Budget, the Military Sea Transportation Service requests each military 
department to provide a current and laore detailed brsakdo’tTjs of its 
ocean shipping requirements. The requireaeats which are submitted by 
the shipper services show, by type ©f operation, the routing and shipping 
date of the lift classifications showx in TABLE 4. 
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TABIS 4. Lift clea«ificatious for which the Armed Forces Submit 
Ee^irasaeuts, by Route aarl Month of Shipment, to the 
Military Sea Transportation Seririce. 



Tvr>e of Service 


Classification 


Cargo: 


General cargo, aasattnition, privately 
owned automobiles, cargo carrying 
trailers, other special cargo, air= 
craft, reefer, bulk, retrograde •» 
eidpty conSiX containers, scrap, salvage- 
able mterial, other empty containers, 
dunnage, and cargo handling gear. 


Passenger: 


Revenue-dependent cabin class, revenue- 
other cabin class, revenue-troop class, 
non revenue-cabin class, non revenue- 
troop class, an unit or coajplete 
organi^tion lifts. 


Petroleum: 


Black or clean products by type of 
sponsor such as troop support, re- 
imbursable, or as specified in the 
requirements. 


Special Project: 


Troop support, civilian aid, reimburs- 
able llfta. Mutual Befensc Assistance 
Program lifts, or as specified in the 
requirements. 

Requirements for special projects laust 
include the 7iu::d>er of ships required, 
eKtlmated asslgr:mant dates, estimated 
release dates, the number of ship days 
to be etijiloyed, estimated dry cargo 
requirements, the nmhex of passengers, 
and bulk petroleum requirements as 
appropriate. 



Source: Personal interview with Mr. H. S. Beck, Jr., Head, Contract 

Shipping Budget and Tariff Branch, Budget Bivision, Office of the 
Con^stroller, Military Sea Transportation Service on 14 March, 1962. 
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The quantitative requirements are converted into an annual sales 
forecast through the application of current MSTS tariffs. Concurrently, 
these requirstuents are analysed and matched against the lift capability 
of the nucleus fleet. On the basis of this ccraparison, an operating force 
plan is developed setting forth the proposed method of meeting the shipper 
services' requirements. The supporting details of the plan must account 
for all available time and space of MSTS controlled shipping, by route 
and coEKiodity, and must show the proposed way of meeting the requirements 
in excess of the nucleus fleet's capability. The operating force plan 
thus prescribes the lift to be carried by controlled shipping and by 
cwaaercial vessels, the latter being further analyzed to reflect the 
lift by Aiaerican flag and foreign flag vessels and by type of contract 
to be employed. 

The approved operating force plan serves as the basis for the 
final estimate of sales; a forecast which shows, by lift classification, 
the monthly revenue expected to be generated by the nucleus and com- 
mercial fleets, by type of carrier, and in the case of cotamercial 
ships, by t 3 rpe of contract. 

It was stated previously that the expense budgets are 
developed Jointly by the CoEEsander and his Area Comsaanders. TABLE 5 
shows, by foirnaslating coamisnd, the type of expense budgets prepared: 
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TABUS 5: Cost Control Centers of the Mllltsry Sss Transportation 

1 1 Service and the types of expense budgets taalntained by thea. 



Cost Control Center 



CoBsaander, Military Sea Transportation 
Service, Washington, D. C. 



CoBuander, Military Sea Transportation 
Service, Atlantic Area 



Cooaonder, Military Sea Transportation 
Service, Pacific Area 



Cowaander, Military Sea Transportation 
Service, Eastern Atlantic and 
' Mediterranean 

I Connander, Military Sea Transportation 
I Service, Far East Area 

I 

I CooEsander, Military Sea Transportation 
. Service, Gulf Sub Area 

II 



Sxoensa Budget 

1. Cotnaercial ocean shipping 

2 . Headquarters overhead 

3. Major mintenance and repairs 
of nucleus fleet ships, 
including alterations, in* 
activations, and activations 

1. rhicleus fleet operating 
expenses 

2. Overhead - local and sub* 
ordinate cosnsands except 
New Orleans Sub Area 

1. Nucleus fleet operating 
expense 

2. Overhead* local and subord* 
Inatc coraaands 



1. Overhead * local and sub* 
ordinate cossaands 



1. Overhead * local and sub* 
ordinate cocnands 

1. Overhead - local and sub- 
ordinate coDssiands 
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The headqu&rtGre overhead expense budget estimates and ship caln> 
tenance and repair expenses beyond the estimates of the Area Coracanders 
originate in the cognisant divisions of the headquarters and are submitted 
to the Office of the Cosptxoller for analysis, reviev, and consolidation 
with the field expense budgets. Cocra^rcial shipping expense is forecasted 
by the Budget Division after a careful analysis of the operating plan. It 
is developed on the basis of past experience teetered by a consideration of 
the nature and size of the lift requirements, the type and capacity of the 
ships available, the routing and distances involved, seasonal iiiq>lication3, 
and the type of shipping contracts cited. 

The net income for the coming year is then confuted by the Budget 
Division. If it appears that an excessive profit or loss will occur, ad*=- 
justments to the tariffs are rscoooended to the Commander in order to balance 
revenue against expense. The next step consists of reassembling the adjusted 
data into (1) the Statement of Income and Expense, (2) the Statement of 
Budgeted Income by Sponsor, (3) the Statement of Operating Expense «• IISTS 
Nucleus Ships, and (4) the Statement of Overhead Expenses. The Budget Branch 
then analyzes the effect income and expense will have on the financial 
condition of the agency as reflected at the end of the current year. On 
the basis of this study, a (5) Proforma Balance Sheet and (6) a Summary of 
Changes in Working Capital during the budget year are prepared. Tha six 
statements are then aeseiabled and presented to the Department of Defense 
for review and approval. The operating budget for the fiscal year 1962 
is illustrated in the A?PE®IK. 
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The Area Cg.-^'mder ’ a Biidg.et 

The policies end procedures which guide the erce or sub area coixaaodcr 
in the preparetion and presentation of his erpense budgets are set forth in 
MSTS Instruction 7130. L4. Since these budgets are an integral part of the 
overall operating plan and raist be consolidated by the headquarters coaptroller, 
strict conpliance with the prescribed for®at is necessary. Budget subtoiesions 
include the overhead budget witich presents estisates of the general, adminis- 
trative, and operating expenses to be incurred by the shore eleoents of the 
Area Commander's organisation, and the nucleus ship operating budget reflect- 
ing all expenses expected to be incurred by the sea going units under his 
operational control. 

Overhead budgets are developed on the basis of the number of personnel 
and facilities considered necessary to support the cosmand mission during the 
biidget year pursuant to the assuiEfitions and guidelines, including projected 
lift requirements, which are provided by the ComEmnder, Military Sea Trans- 
portation Service. A detailed forecast of expense is prepared for each 
overhead account. For purposes of control and presentation, these accounts 
are grouped into seven major classifications: Salaries and Wages; Indoctri- 

nation and Training; Ships' Design, Development and Experimental Expenses; 
Travel; Public Information; Other Ix|>enses; and Reiioburbable Overhead Expenses. 
The budget package submitted to the headquarters includes a susenary of these 
control groups, reflecting within each grotip, the anticipated expense by 
conponent account. Detailed exhibits, similar to that illustrated in PLATE VII, 
are included for the individual coesponent accounts or combinations of related 
accounts. Each exhibit must include a narrative justification as well as a 
detailed breakdown of costs and related statistical data. A schedule of over- 
head budget control groups aixJ their component accounts are shown in TAB1£ 6. 
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TABLE 6: Schedule of Overhead Budget Control Groups and the Component 

Accounts for which Detailed Exhibits Must Be incltided in the 
Overhead Budget of Each of the Coat Control Centers. 



Control Group 
I. Salaries and Mages: 



II. Indoctrination and 
Training : 

III. Design, Developiaent, and 
Experimental E::penses - 
Ships: 

IV. Travel: 

V. Public Information: 



Accounts 



Regular time, classified, including 
annual, sick, and military leave. 

Regular time, unclassified. Including 
annual, sick, and military leave. 

Indigenous labor. 

Overtime, clasclfied and unclassified. 

Salaries and wages, classified and 
unclassified. 

Salaries and wages, classified and 
unclassif led . 



Personnel travel. 
Public information. 



VI. Other Expenses: Various employer payroll contributions. 

Occupancy of premises. 

Equipment rental. 

Office supplies and stationary, and 
postage . 

Communications . 

Operation of automotive equipment. 

Operational equipment. 

Repair and replacement of office 
furniture and equipment. 

Civilian sK^dlcal expenses. 

Other overhead expenses. 

VII. Reimbursable Overhead Expenses which are reiiabursable and 

Expenses: which are Incurred for other govern- 

ment departments. 

Source: U.S., Department of the Navy, Military Sea Transportation Service,” 

MSTS Instruction 7130. U of 19 January, 1962. 
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PLATE VIi 
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If paid overtime Is incurred, the number of hours and related dollar amounts will be 
reported on separate lines. 
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The nucleus ship operating bi^gets are evbaitted only by the Area 
Conraander who has ships of the nucleus fleet under his direct operational 
control « The budget is presented in two parts. The first part reflects 
the expense to be incurred by those nucleus vessels in full operational 
status during the entire budget year. Estimates are made on the assucoption 
that these ships will be utilised on the same operatloiml pattern as the 
current year. An exception to this premise is authorised when the Area 
CotEoander has anticipated a revision to the operating pattern and can 
fully justify the change. Expense forecasts are based on historical cost 
data, known planned requirements » and scheduled overhauls. The second part 
of the budget reflects those expenses expected to be incurred by ships 
scheduled for full operational status during only a portion of the budget 
year. It is developed on the basis of past experience and on the operatistg 
plans provided by the Commnder, Military Sea Transportation Service. For 
purposes of control and presentation, the operating expense accounts applicable 
to both parts of the nucleus ship operating budget are grouped into twelve 
major classifications which are illustrated in TABLE 7. The budget package 
presented to the Commander consists of the following documentation. 

PART I 

1. A consolidated susaaery, by control group and ciMponent accounts, 
of the actual or estimated expenses for the past, current, and 
budget year for all nucleus ships. 

2. An individual summary, similar in scope and format to the con- 
solidated suassary, for each of the four major types of operation; 
cargo, passenger, tani^r, or special project ships. 
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3. detailed exhibits, similar to the overhead budget 
exhibits in method of presentation, shoving expense 
and related statistics for each of the control groups 
and its cosftonent accounts, by ship. 



PART II 

1. An individual exhibit, presenting the forecasted 
expense and statistical data group and its component 
accounts, by ship for the current and budget year, 
broken dowa into the following time periods; full 
operational statue; inactivation; ready reserve; and 
activation. 
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TAfilaE 7: Schedule of Nucleus Ship (^eretlitag Expense Control Groups «sd 

their CoKponent Accounts for which Detailed Exhibits Must be 
Submitted in Justification of Amounts Requested by the Cognizant 
Area Commanders in their liucleus Ship Operating Budgets. 



Control Grouo 


Cocmonent Accounts 


1. 


Salaries at%d Nages & 
Related Expenses 


Includes exhibits for regular time, 
overtime, relief officers, bonuses, 
annual, sick, and military leaves, 
personnel awaiting assignment, and 
indigenous labor, as well as employer 
payroll contributions. 


II . 


Iiodoctrinatioa and Training 


Indoctrination and training 


III. 


Propulsion Fuel 


Propulsion fuel 


IV. 


Subsistence 


Crew, cabin mess, and troop mess 


V, 


Other Ship Operating 
Expense 


Travel, cash in lieu of quarters, 
consumable s'iq»plies, bedding and table» 
ware, medical and dental expenses, 
transportation and mterial handling, 
laundry, port charges, repairs to 
special material by disposal, gains or 
losses on special material In store by 
inventory or accounting, terminal 
dewrrage, and miscellaneous expenses. 


VI. 


Ships E^lpage 


Ships equipage 


m. 


Maintenance and Repair 
of Ships 


Maintenance and Repairs »• non-military in 
nature. 


VIII. 


Alteration of Ships 
Unprograceaed 


Ship Alterations - non-military, 
unbudgeted 


IX. 


Alteration of Ships 
frogramied 


Ship Alterations - non-military, 
btidgeted . 


X. 


Activation of Ships 


Activations 


XI. 


Inactivation of Ships 


Inactivations 


Sil. 


Extraordinary Repairs 


Extraordinary repairs. 



Source: U.S., Department of the Navy, Military Sea Transportation Service, 

HSTS Inatruction 7130. lA of 19 January, 1962. 
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CQNrROl^' 



"The control of an uiklertaking consists of seeing 
that everything 1* being carried oat in accordance 
with the plan which has been adopted, the orders 
which have been given, and the principles which 
have been laid down. Its ©bjectiva is to point 
out mistakes in order that they smy be rectified 
and prevented from occurring again." 



Control ... a sis^ie word with a profound rmanii^ in the field of 
business administration. Mills much has been, written on the concept of 
control, the definition cited above is difficult to ii^rove on. How is 
control exercised In the Military Sea Transportation Service? What controls 
are placed on the Cotsseander by the Congress and the President? How does he, 
in turn, assure himself th.at operations are proceeding according to his 
instructions? llils chapter attesapts to answer these «;uestions. 



Congressional Controls 

There are two types of controls placed on the Coosiander, Military 
Sea Transportation Service by the Congress. The first type provides the frame- 
work within which the (^erations of the agency are to be conducted. Controls 
of this nature are expressed in terms of policy through the tsmdi* of substantive 



Henri Fayol, General and Industrial Managemen t. (London; Sir Isaac 
Pitman Publishing Corp., 1949, original in French, DUHCD, Translated by 
Constance Storrs), p. 107. 
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legislation. Direction in such matters as the equitable distribution of 
lift requirements between government and conmerclal shipping, the support 
of the Merchant Marine and the like is provided in this manner. The second 
type of control is more administrative in nature. It is exercised through 
the budgetary process and is directed, for the most part, towards the 
economical use of funds, or in some cases, toward the contrary objective of 
protecting vested Interests. It may be applied directly to the Military Sea 
Transportation Service by restricting specific elements of the Navy In- 
dustrial Fund budget; by limiting the number of civilian or military 
personnel to be employed in the function of ocean transportation; or by 
placing limitations on the amounts appropriated to other bureaus for the 
procurement of ships and equipment to be utilized by the Military Sea 
Transportation Service. Controls may be imposed indirectly by incliidlng, 
in the annual appropriations of the shipper services, limitations on how 
these funds are to be expended for ocean transportation. Finally, control 
of expenditures is exercised, to some extent, through the provisions of 
Section 3679 of the Revised Statutes, as amended through 1957. 



The Industrial Fund and Section 3679 
The Anti-Deficiency Act, as Section 3679 of the Revised Statutes 
is called, provides the Congress and the President with the means of con- 
trolling the rate of expenditures through the use of an apportionment system. 
Briefly, the provisions of the Act require the apportionment or re-apportion- 
ment of obligational authority by an officer, other than the Head of the 
Department concerned, in a manner which will preclude the need for deficiency 
or supplemental appropriations. For the Secretary of the Navy, the apportionaent 
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officer i» the Director of the Bxareau of the Budget. Control is exercised 
by withholding appropriations in catcess of actual requirenkentSj by estab- 
lishing reserves for contingencies, by extending control to the operating 
level through a system of allotments, by providing a system of reporting 
violations to the Congress and to the President, and by providing for a 
severe penalty to be inflicted on any officer who wilfully over-obligatcs 
or over-expends his allotment. 

IJhile the provisions of Section 3679 have a profound effect on 
the control of appropriated funds allotted to the agency by other bureaus, 
they do not provide control over the Industrial Fund's expenditures for 
ocean transportation. Under Section 3679 (f) 1 of the Revised Statutes, 
the Director of the Bureau of the Budget may exempt, among other things, 
working fund expenditures which have no significant effect on the financial 
operations of the Government; working capital and revolving funds established 
for intra-govercmental operations; and receipts from industrial or power 
operations. In the case of the Navy Industrial Fund, the Director of the 
Bureau of the Budget has chosen to exercise this privilege to some extent. 

The apportionment process for the Military Sea Transportation Service con- 
sists merely of the review and approval of the operating budget shortly 
before the beginning of the budget year. Working capital is set at a 
prescribed level for the subsequent fiscal year on the basis of the planning 
budget review. No effort is made to control the rate of expenditures during 
the operating phase of the budget. Periodic reviews, however, are made 
throughout the budget year and variances from forecasted expense oust be 
adequately explained. Reserves for contingencies are established and 
maintained by the Military Sea Transportation Service during the normal 
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course of business froa receipts for the service provided. With regard to 
I the reportlz^ of violations, the Secretary of the Navy has Interpreted the 
requirement 6 of the Antl'^eflclency Act as being applicable only at the 
appropriation level, l.e., at the Industrial Fund level. Although all 
comptrollers of the Military Sea Transportation Service sust certify that 
I the end of year financial stat^oents are fully supported by and have been 

I 

checked against transaction documents held at their commands, it would be 



^ difficult, under this Interpretation, to pin->point responsibility for 
‘ violations below the departmental level. Since it is unlikely that the 
I penalty clause would ever be invoked at that level. Section 3579 loses 
'i Its power as a means of ccmtrol. 

I Xnforptal Controls - Suver and Sellar Ralatlonshios 

' An inpoxtant eloment of control can be found In the Influences ex- 

I erted on the agency by Its principal customers - the armed forces. Since the 



! shipper services are rigidly controlled through annual apprc^rlatlons, the 
I apportionment process, ^ ad, they are vitally concerned with getting the 
most value out of their appropriated dollar. They are quick to point out 
' areas where more efficiency or econcm:^ is needed. Consumr pressure in this 
vein is welcomed by the Costsander of the Military Sea Transportation Service, 
since it is his desire to provide the best possible service at the lowest 
, possible cost. In order to stimulate this informal control, the Consoander 
I has instituted a so called "Shipper Service Fiscal Conference". This 
conference is held monthly and is attended by representatives of uach mill* 
tary service, and the offices of the Secretary of the I^avy and Secretary 
I of Defense. A comprehensive report of the transportation services rendered 




I 
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for the idocdiate pASt is presented at this conference by the Colander 

and his staff. Forecasted and actiial operating results are conpared and 

variances from the budgeted plan arc explored. The atiaosphere in vhich 

these conferences are held is on® of informality and is conducive to the 

39 

exchange of constructive criticism. 

Internal Audit 

Bepartmental control is provided through the function of internal 

audit, ''itodam internal auditing is more than a mere mathemtical checking 

or routine examination of accounts. It comprises a complete intra*'Conpany 

40 

financial and operation review.” The Coaptroller of the Navy has 

permanently assigned three resident auditors to the Military Sea Trans- 
portation Service's headquarters. These auditors are not controlled by 
the Commndcr. They report directly to the Internal Audit Bivislon of the 
Navy Comptroller's office. All functions at the headquarters ssust be 
reviewed and audited within a three year period. The coverage of the internal 
audit can not be clearly circiimscrlbed . All areas are subject to audit to 
the extent deemed necessary by the auditors in the light of the relevant 
circumstances. The audits are not aiiscd prliaarily at the disclosure of 
errors, nor are they perfonsed to verify the accuracy of records and reports. 
Rather, the auditor’s task is to determine as^ appraise the extent to which 
errors, uneconomical procedures, and unauthotized practices exist, and to 

identify the causes of the discrepancies in order that action i&ay be taken 

41 

by management to eliminate the deficiencies in the operation. The audit 
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Personal interview with Captain ¥. W. Hobgood, 



Supply Corps., United States Navy, Con^troller, Military Sea Transportation 
Service on 3 April, 1962. 

W. A. Walker and W. R. Davies, Industrial Internal Auditlnt* . 
(New York: McGraw-Hill Book Company, Inc., 1951) p. 3. 

41 
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is primarily protective, and its value is determined not in terms of dollars 
saved, but rather in terms of improved administration. 

Internal Control 

Control within the Military Sea Transportation Service is achieved 
through several ways. One avenue towards effective control of systems and 
procedures is that of internal control. It "comprises the plan of organiza- 
tion and all of the coordinate methods and measures adopted within a business 
to safeguard its assets, to check the accuracy and reliability of its account- 
ing data, to promote its operational efficiency, and to encourage adherence 

42 

to prescribed taanagerial policies". It provides the means through which 
the Commander can be assured that the tasks are being carried out without 
his personal supervision. The function has many of the characteristics of 
internal auditing, but is not a substitute for, nor is it equivalent to, the 
independent appraisal audit performed by the representatives of the Navy 
Comptroller. Its elements consist of organizational structure, procedures, 
accounting and other records, reports, standards of performance, and internal 
review. These elements at all levels of the global organization of the 
Commander are examined during the course of management inspections, trouble 
shooting situations, investigations, surveys, ^ Procedures are 

checked across organizational lines to detect weaknesses and the causation 
of these deficiencies. VThilc internal control is no substitute for internal 
atidit, the presence of resident auditors at the headquarters level allows 
the Comptroller of the Military Sea Transportation Service to concentrate 
on those systems and procedures which affect the world-wide organization. 

^^Aaiierlcan Institute of Certified Public Accountants, A Special Report 
by the Special Committee on Auditing Procedures. 1949. 
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Usually, the best clue that an internal revlev is aocdcd is the 

43 

reporting of a specific problea by a subordinate cocmsd. Sometloes, 
these problea areas are uncovered by cictemal auditors of the General 
Accounting Office or the Office of the Comptroller of the Navy. Regardless 
of source, each deficiency is systesyiticslly checked and corrected through 
procedural changes. SKamples of procedures which are scrutinized by the 
internal control personnel include the collecting or storing of cash ashore 
and afloat, the routing of checks received through the mails, the payment 
of vouchers, etc. In addition, special surveys such as the review of cost» 
plus** affixed fee contractors' accounting records and reporting systems are 
conducted in order to determine the validity and co&^leteness of the data. 



Budgetary Controls 

Another form of internal control is found in the budget execution 
process. "Budget execution is the accomplishment of the plan. It is the 
process established to achieve the most effective, efficient, and economical 
use of appropriated funds in carrying out the programs for which the funds 
were approved." In the preceding chapter, it was pointed out that the 
agency's financial plan is developed after the approval of the planning 
Budget and after the submission of the military services' appropriation 
requests to the Congress. In soioo instances, the plan is completed after 
the granting of appropriations to the shipper services. It is the best 
estimate attainable before the beginning of the budget year. Therefore, 
it is logically the plan to be executed; the plan against viilch actual 
performance will be measured. 



Personal Interview with Mr. J. G. Rowlett, Director 
Internal Control Division and Acting Deputy Comptroller, Office of the 
Con^troller, Military Sea Transportation Service on 30 March, 1962, 
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After the i^proval of the finauclal operating plan by the Department 

of Defense, the Corasander distributes the adjusted budgets to the cost 

control centers. This action normally takes place in the last quarter of 

the current year. These esepense budgets are not apportioned by the Depart- 

meat of Defense, nor are they allocated by time period vithin the budget 

year by the Coasaander. Phasing by time period (quarter) is delegated to 

the cost control center by th® ConaBander. General instructions on the 

methodology to be es^loyed in phasing expense, however, are provided by the 

Comptroller of the Military Sea Transportation Service. These annual budgets 

normally are not adjusted during the budget year unless a significant change 

in the organisation, coisposition, or operation of the field command or the 

nucleus fleet occurs, and costs incident to the change can not be absorbed. 

The budget is administered by type of expense, i.e., overhead or 

fleet operating expense. Control of overhead expense is extended to the 

45 

six major group accounts. Control of fleet operating expense is extended 

to the major type of service provided, and to the twelve laajor group accounts 
46 

within each type. In the case of special project ships, however, control 
is exercised by project. The con^onent accounts within each group account 
of either the overhead or operating budgets may be over- expended provided 
that th® aggregate of the e^eaditures for the group account remains within 
budgetary limitations. Control of expenditures by Ixidividual ship is 
delegated to the Atlantic and Pacific area commanders. 

Funds for programsaed or ui^rograraraed extraordinary expenses such 
as ship alterations, activations, or inactivations, and damage repairs are 

45 

Supra, p. 

Supra, p. 
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budgeted for and administered by the headquarters. Whenever such extra- 
ordinary items occur, specific allocations of funds are made to the area 
commander who will oversee the performance of work. These grants are not 
coiamiT^led with the Area Conmander's budget, and expenses incurred are 
reported to the headquarters separately. The headquarters also administers 
all expense incurred for commercial shipping and for claims against the 
Military Sea Transportation Service. 

Normally, at least three to six months of e:cperience is needed 
before definite expenditure trends can be established. Reports on the 
status of the budgets, therefore, are required only on a quarterly basis. 

These reports are submitted by all cost control centers on the forms 
illustrated in PLATES VllI and IX. If, after a suitable period of time. 

It appears that a group account vtIII be over- exp ended, the officer responsible 
for the administering of the account must report the circiuastances to the 
Commander and request authority to over-expend. These requests must be 
coiqpletely justified, and must include a statement as to whether any of 
the other group accounts under his control appears to be over-funded. On 
the basis of these requests, adjustments are made to the account allocations 
by the Cos^troller of the headquarters. Transfers among the four major 
types of shipping, however, are not permitted except for the reasons 
previously stated. 

In sussaary, there are two levels of budgetary controls within 
the Military Sea Transportation Service: at the point where the budget 

estitaates were first developed, and at the headquarters. Overhead is 
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<STS FCMTM 7130/1 (7-01) 



BUDGET STATEMENT • OPERATING EXPENSE 



PLATE VIII 1 

REPORT CONTROL lYMiOL lUTS 713R-2 
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' salarics and wages and related expense 
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; 1 


1 
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L...^ 


10 


Employer Retiremeat CoRtribotiona. Civilian Marine 


1 

5113 1 


1 


1 f . 



11 ' Eraployar Lif e loaurao^e Coptri butiona. Civilian Marine 

12 Employer Social Secorily Taxes, Civilian Marine 



5114 



5115 



TOTAL CONTROL GROUP 1 



14 I INDOCTRINATION AND TRAINING 

15 PROPULSION PUCL 



(CONTROL GROUP 2) 
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5109 
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16 Crew 
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20 Travel 
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22 Consmnable Supplies 
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23 Peddina. Tableware, etc. 



24 . Medical and Dental Lxpensea 



25 I Transportation and Maodling of Supplies 

26 Laandrv \ xpenses 

27 . Port Expenses 



Repairs to Special Material in Store 
Lobs on Special Material bv Disposal 



30 Loan (Ciain) on Special Material by inventory and Accounting 

31 ] Terminal Demurraae 



32 Miscallanenua 

33 ^ 
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.5148 
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34^SMIP EQUIPAGE 



35 MAINTENANCE AND REPAIR OF SHIPS 
^ ALTERATION OF SHIPS, UNPROCRAMMED 



37 alteration of ships, programmed 



38 ACTIVATION OF SHIPS 

39 inactivation OF SHIPS 

40 extraordinary repairs 
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PLATE IX 



NAME OF COMMAND . 



l4Sn FORM 7130/3 (7-61) 



BUDGET STATEMENT - OVERHEAD EXPENSES 



REPORT CONTROL SYMBOL MSTS 7130-3 



DESCRIPTION 



ACCT 

NO. 



BUDGET 



EXPENSE 



EXPENSE (OVER) UNDER 
BUDGE^ 



SALARIES AND WAGES AND RELATE^ EXPENSES 
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controlled by the major group «cco»jat»; nucleus fleet operating expenses 
by type of shipping and by sajor group account vlthln each typa. Status 
reports are subeiltted to the headquarters <^arterly» and variances In* 
vcstigated. 



Reports and Statistics 

As pointed <mt in earlier chapterag the Conesander carries out 
his nission through the le^leaentatlofi of the operating force plan, or if 
you ulll, the financial operating plan. Once this plan la put into effect, 
it becones necessary to provide the Cosaaander ulth a continuous streaa of 
Infonsatlon; data uhich will peralt hla to track the progress being cieds 
towards his present goals. The reports which provide this data ara classi- 
fied as statue reports and prepress rtsports. The fonwr provide hla with 
the asana of deterainlng ^diere he Is and where he has been. The latter 
show perfonsmee relative to the planned injective over a period of tlae. 
Progress reports are Intended "to provide a aeans of cteasuric^ and 

evaluating progress and to provide adequate and reliable prograa data 

47 

to aid aanagement in fonaulatlng executive and policy decisions.” 

The data needed for control is eccuaalatcd at all cost control 
centers and Is subsltted to the headquarters in the iotm of financial statc- 
mnta, bllllns reports, datalled expense r^>orts for the nucleus ships, 
ship utlllzetlcn reports. Inventory reports, lift statistics, etc. After 
analysing the data, the headquarters publishes Its Interpretations In a 
oonthly abstract of statistical highlights, a pocket slsed booklet which 

^^U.S. Senate, Senate Preparedness Sub Coaoittee Ho. 3, Hearlnas. 
Inolcaentatlon of Title IV. national Security Act of 1947. as Auended . 
Appendix B. 
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contains brief narrative and statistical and financial data on all program 

areas of Interest to top level management. Every quarter, the monthly 

48 

abstracts arc replaced by a consolidated report. The quarterly report 
is piiblished in two parts. The first part is primarily narrative in form 
and provides a review of the progress in each program area since the 
beginning of the current fiscal year. It compares and evaluates actual 
performance against budgeted objectives and explains variations from the 
plan. It is also used to disseminate special reports on matters of 
particular interest to top management. Topics which are usually Included 
in the report consist of: (1) analyses of financial statements, (2) analyses 

of income and expense statements, (3) distribution of costs, (4) payments to 
conmercial shipping lines, (5) tariff chaxiges, (6) analyses of operations 
by major type af service provided, (7) distribution of personnel, and (8) 
special reports. Part two is coinpletely statistical in nature and provides 
data on the various areas of operation, including the status of shipments 
with regard to the requirements placed on the Commander by substantive 
legislation. 

Other types of control reports are utilized within the headquarters. 
Typical of such reports are those xdiich are used to determine the profita- 
bility of each of the nucleus ships. The method of presenting this informa- 
tion to the Coranander is illustrated in PLATE X. Reports of this type are 
usually submitted to him on an exception basis and are accompanied by a 

narrative statement more fully explaining the variance between income azul 
49 

expense. Illustrations of other types of data -collected are shown in 
PLATES XI to XIV. 

^®op. cit. MSTS Report 7700-2, Parts I and II. 

49 

. Personal interview with Mr. T. Rothman, 

Head, Analysis Branch, Office of the Con^troller, Military Sea Transportation 
Service on 30 March, 1962. 
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PLATE XII 
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PLATE XIV 
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Each Area Comiaander also acciuaulates and publishes interpreted 
statistical data on his local operation. Although no requirement exists, 
copies of these quarterly analyses are submitted to the headquarters. The 
reports, while covering subjects which are common to other Area Commanders, 
can not be compared because of the different methods of presentation. 

Management Engineering 

Although the organizational structure of the headquarters calls 
for a management engineer, the position is currently unoccupied. There- 
fore, formal work simplification and work measurement programs are non- 
: existent. Control through engineered standards is not en^loyed. 
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CHAPTER VI 



SUMMARY 



"The past ten years of HSTS operations are but a prologue 
to things to coiae that will test the readiness and resource^ 
fulness of the Military Sea Transportation Service. 



As the years roll on we will becoaie ever more adept at meet" 
ing the responsibilities thrust upon us. Our experience in 
meeting past crises will stand us in good stead. Our flex- 
ibility and our attitude that nothing is really impossible 
has already become a byword among the Services ^o rely upon 
us, for the intricate and complex lifts of passengers, cargo, 
and petroleum products throughout the world." 

Before concluding this paper, 1 wish to es^haslze several points. 
As stated in the preface, this paper has been prepared primarily for 
self-education. The pattern used in its development, therefore, has 
been one of research and description. Ho attempt has been made to 
uncover weaknesses in the system of fiscal management as ea^loyed by 
the Military Sea Transportation Service. Its purpose is merely to 
provide a general background on the operations of the agency with 
particular emphasis on the function of comptroller ship. 

We have been exposed to a brief history of government controlled 
shipping, including the establishment of the Military Sea Transportation 
Service. Its relationships with other government departments, the armed 



U.S., Dept, of the Navy, The United States Navy’s Military 
Sea Transportation Service . (Washington,D.C. : U.S. Government Printing 
Office, 1939) introductory remarks VADH Roy A. Gano, United States Navy. 
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forces, and the Chief of Naval C^erations have been touched upon. We 
have noted that the agency fulfills a vital role in the defense of our 
country; that its function can not be performed in its entirety by 
private enterprise or by any other source; and that it has proven itself 
capable of accomplishing its mission in times of peace or war. Its value 
has been clearly demonstrated. 

Financial management has been discussed, for the most part, in 
general terms, perhaps at the risk of over-simplifying this complex function. 
We have reviewed the organization of the Office of the Cos^troller. We have 
been introduced to the accounting and reporting system; a system which was 
built to specifications; a system which was designed to highlight the 
unique aspects of the function of ocean transportation; a comcaunl cat ions 
i network which provides, in a timely maimer, the financial and statistical 
data needed to assist top taanagement in the decision making process. We 
have studied the process of financial planning, from the development of 
the broad estimate of the situation in the form of the planning budget to 
the approval of the detailed financial operating plim. We have been advised 
of the influences and the requirements placed upon the agency by substantive 
legislation. We have been exposed to the execution phase of the budget 
process and to the controls which are established to insure each program 
is administered and completed economically and within budgeted limits. 
Finally, we have taken cognizance of the feedback of information to the 
Office of the Comptroller where it is analyzed, interpreted, synthesized, and 
presented on an exception basis to the Commander or his designated repre- 



sentative. 
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Fiaanclal oanageoect is an is;>ortant element to the future of 
the Military Sea Transportation Service. Its short run contributions to 
a successful operation are often intangible. To the armed forces^ the 
Congress, and the Department of Defense, the effectiveness of financial 
canagesient In the Military Sea Transportation Service is measured in 
terms of value received per appropriated dollar. In the long run, however, 
the true mark of effective comptrollershlp is a reflection of the ability 
to provide the Commander with the instruments he needs to guide him 
towards his ultimate goal efficiently and economically. 
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I Hilltary Sea Transportation Service, Financial Statement, January, 1961. 

A report prepared by the Office of the Comptroller, Military Sea Trans> 
portatlon Service. 

I 

I American Institute of Certified Public Accountants, A Special Report by 

the Special Comaittee on Auditing Procedures. 

3 

Navy Department, The Naw Industrial Fund Financial Report , for the period 

I 1 July, 1961 to 31 December, 1961. A report prepared by the Office of 

the Coo^troller, Department of the Navy. 



Unpublished Material 

Military Sea Transportation Service, "A Briefing Presentation, Military 
Sea Transportation Service, Revised 1 Sep teener, 1959. 

Hilltary Sea Transportation Service, Narrative Statement in Support of the 
Fiscal Year 1962 Budget. 



Other Sources 



. Personal interview with Mr. R. L. Prints, Jr. , Director, 
Budget Division, Office of the Comptroller, Military Sea Transportation 
Service, on 28 February, 1962. 

. Personal interview with Mr. L. G. Butts, Director, 
Accounting Division, Office of the Comptroller, Hilltary Sea Trans- 
portation Service, on 7 March, 1962. 

. Personal interview with Mr. J. G. Rowlett, Director, 

Internal Control Division, Office of the Comptroller, Military Sea 
Transportation Service, on 30 March, 1962. 

. Personal interview with Mr. T. Rothman, Head, Analysis 
Branch, Office of the Comptroller, Military Sea Transportation Service, 
on 30 March, 1962. 

. Personal interview with Captain W.W. Hobgood, Supply Corps, 

United States Navy, Comptroller of the Military Sea Transportation 
Service on 3 April, 1962. 
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